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United Spirits
Moderating growth outlook

UNSP 4QFY24 print was broadly in line with our estimates; however, volume
growth in the regular segment surprised us positively. Volume growth in the
Prestige and above segment remained in the low single digits for the third
consecutive quarter; management attributed the below-par performance to an
unfavourable base and economic slowdown. UNSP is targeting low teen
revenue growth in the P&A segment in FY25, with a mix of 40/60% skewed
towards volume/price respectively. We believe the low teen revenue growth in
the P&A segment might be difficult to come by in FY25, as the last three years
have seen very good realization growth (the P&A segment saw a realization
CAGR of 8% over FY21-24) on the back of price increases given by state
government and increased salience of premium products. On the other hand,
UNSP intends to maintain similar volumes as seen in the regular segment in
FY24. Gross margin saw moderate expansion during the quarter; however,
management expects it to remain steady during FY25 — a) as inflationary trends
in ENA are expected to be offset via deflationary trends in glass/grain price and
b) due to increased salience of premium products. We expect the EBITDA
margin to remain almost flat in FY25 owing to moderating growth outlook and
the fact that a one-time benefit relating to the removal of mono-cartons (Rs 1.6-
1.7 bn) is largely behind us. We value UNSP at 50x P/E on FY26 EPS (standalone)
to arrive at a TP of INR 1,300 (including INR 150/share + non-core assets).
Maintain ADD.

=  4QFY24 result summary: UNSP 4QFY24 print was broadly in line with our
estimates; however, volume growth in the regular segment surprised us
positively. Volume growth in the Prestige and above segment remained in the
low single digits for the third consecutive quarter; management attributed the
below-par performance to an unfavourable base and economic slowdown.
Moreover, UNSP management attributed the recovery in regular segment
volumes to structural interventions and a favourable base.

Quarterly/annual financial summary (standalone)

K:::Cf‘“dmg FY%; FYQZ: \if; FY%:: Q(‘(’%Q) FY22 FY23 FY24| FY25E FY26E
Net Sales 26,660 24,938 7 29893  -11 94,237 1,03,737 1,06,920(1,17,634 1,30,614
EBITDA 3,620 3,380 7 4914 26 15104 14,187 17,080 19127 21,792
APAT 4102 2136 92 3481 18 9821 9132 13252| 14407 16713
Diluted EPS (Rs) 4 4 0 4 10 14 13 18 20 23
P/E (x) 86 92 64 59 50
EV / EBITDA (x) 56 59 48 43 37
Core RoCE (%) 20 18 21 22 24

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Con call takeaway:

® Observed demand slowdown in terms of regulatory approvals on account of

elections.

Demand pressure is on the lower prestige end. However, upper prestige and
luxury + premium prestige are driving growth through premiumization. Pressure
will ease off from H2FY25 as a) the base starts becoming favourable and b)
launches/relaunches made across segments over the past few years start gaining

scale. Management will focus on driving double-digit value growth at an overall
portfolio level.

Why Single malts made in India have gained a lot of prominence? Consumer
acceptance of Made in India liquor has increased post-covid even in the luxury
segment. Moreover, customers across the globe are open to experimentation.
However, the single malt segment is unlikely to contribute in a meaningful manner
to volumes, as it operates on the premium side.

P&A (87% contribution) volumes to remain in the range of 4-5% and price mix in
the range of 6-8% whereas the Popular segment is to remain at the current levels
in volume terms after a decline for 4 consecutive quarters. Incrementally, the
Popular portfolio underwent a steep price hike in Karnataka, a year back (owing
to an excise duty hike) and investments in marketing spending led to positive
volume growth during the quarter.

®  Other income includes INR1.25bn dividend received from RCSPL and INRO.70bn
interest on income tax refund received during the quarter.

The increase in trade receivables was due to the outstanding amount from the state
government which will normalize over the next few months.

®  Out of total cost savings achieved worth Rs 5 bn during the year, Rs 1.6-1.7 bn is

related to the removal of mono-carton, which will come now into the base from
FY25 onwards.

White spirits constitute 5% of the overall market and the management is making
all the efforts to increase the share of white spirits, given increased acceptance
towards this segment.

P/E trading at 58x 1 yr forward

P/E - 1 yr forward(x)
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Valuation
Multiple on . Per share

FY26 Basis PAT/EBITDA Mcap value
EV of business 50.0 P/E 16,713 8,35,652 1,178
IPL EV 25.0 EBITDA 4,159 1,03,982 147
Less: Debt 10,550
Sale of treasury shares -
Net equity value 9,50,184 1,300
NOSH 710
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Standalone P&L (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
Net Revenues 94,237 1,03,737 1,06,920 1,17,634 1,30,614
Growth (%) 19.5 10.1 3.1 10.0 11.0
Material Expenses 52,839 60,718 60,480 66,528 73,181
Employee Expense 6,496 6,071 5,430 5,810 6,217
Advertisement & Sales promotion 6,892 9,199 10,410 11,451 13,169
Other Expenses 12,906 13,562 13,520 14,718 16,256
EBITDA 15,104 14,187 17,080 19,127 21,792
EBITDA Growth (%) 52.9 (6.1) 20.4 12.0 13.9
EBITDA Margin (%) 16.0 13.7 16.0 16.3 16.7
Depreciation 2,886 2,706 2,640 2,675 2,697
EBIT 12,218 11,481 14,440 16,451 19,095
Other Income (Including EO Items) 337 742 3,350 2,513 2,889
Interest 880 1,039 760 451 507
PBT 11,675 11,184 17,030 18,513 21,477
Tax 1,606 2,376 3,740 4,107 4,764
RPAT 8,509 10,572 13,120 14,407 16,713
Adjustments (1,560) 1,764 (170) - -
Adjusted PAT 9,821 9,132 13,252 14,407 16,713
APAT Growth (%) 139.3 (7.0) 45.1 8.7 16.0
Adjusted EPS (Rs) 13.5 12.6 18.2 19.8 23.0
EPS Growth (%) 139.3 (7.1) 45.1 8.7 16.0

Source: Company, HSIE Research

Standalone Balance Sheet (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
SOURCES OF FUNDS

SOURCES OF FUNDS 1,455 1,455 1,455 1,455 1,455
Share Capital - Equity 47,468 57,990 71,242 81,267 91,846
Reserves 48,923 59,445 72,697 82,722 93,301
Total Shareholders Funds - - - - -
Minority Interest 9 3 3 3 3
Long Term Debt 3408 8 8 8 8
Short Term Debt 3,417 11 11 11 11
Total Debt - - - - -
Net Deferred Taxes 2,786 1,945 2,237 2,531 2,826
Other Non-current Liabilities & Provns 55,126 61,401 74,945 85,264 96,138
TOTAL SOURCES OF FUNDS

APPLICATION OF FUNDS

Net Block 13,217 10,923 12,320 13,403 14,263
CWIP - - - - -
Other Non Current Assets 22,113 22,579 22,579 22,579 22,579
Total Non-current Assets 35,330 33,502 34,899 35,982 36,842
Inventories 21,643 22,300 23,435 25,783 28,628
Debtors 23,021 23,828 27,828 30,617 33,995
Other Current Assets 4,684 5,030 5,184 5,704 6,333
Cash & Equivalents 2,549 11,054 19,460 26,263 33,136
Total Current Assets 51,897 62,212 75,907 88,367 1,02,093
Creditors 15,279 17,383 17,576 19,337 21,471
Other Current Liabilities & Provns 16,822 16,930 18,284 19,747 21,327
Total Current Liabilities 32,101 34,313 35,860 39,084 42,798
Net Current Assets 19,796 27,899 40,047 49,282 59,295
TOTAL APPLICATION OF FUNDS 55,126 61,401 74,945 85,264 96,138

Source: Company, HSIE Research
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Standalone Cash Flow (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
Reported PBT 10,240 12,893 17,030 18,513 21,477
Non-operating & EO Items 1,799 (2,622) 2,606 2,048 2,626
Interest Expenses 649 1,039 760 451 507
Depreciation 2,542 2,706 2,640 2,675 2,697
Working Capital Change (2,059) (5,755) (3,742) (2,433) (3,139)
Tax Paid (4,463) (2,965) (3,740) (4,107) 4,764)
OPERATING CASH FLOW (a) 8,708 5,296 15,554 17,148 19,404
Capex (1,152) (1,397) (3,000) (3,000) (3,000)
Free Cash Flow (FCF) 7,556 3,899 12,554 14,148 16,404
Investments (922) (466) = = =
Non-operating Income (1,560) 1,764 (170) - -
INVESTING CASH FLOW (b) (3,634) (99) (3,170) (3,000) (3,000)
Debt Issuance/(Repaid) (2,139) (3,406) - - -
Interest Expenses (277) (203) (760) (451) (507)
FCFE 7,490 8,806 13,144 14,598 16,910
Share Capital Issuance - - - - -
Dividend - - - (4,382) (6,134)
Others (1,002) (1,400) (1,480) (1,100) (1,100)
FINANCING CASH FLOW (c¢) (3,418) (5,009) (2,240) (5,932) (7,741)
NET CASH FLOW (a+b+c) 1,656 188 10,144 8,215 8,663
EO Items, Others 553 2,549 11,054 19,460 26,263
Closing Cash & Equivalents 2,549 11,054 19,460 26,263 33,136
Ratios

KEY RATIOS FY22 FY23 FY24 FY25E FY26E
PROFITABILITY (%)

GPM 43.9 41.5 434 434 44.0
EBITDA Margin 16.0 13.7 16.0 16.3 16.7
EBIT Margin 13.0 11.1 135 14.0 14.6
APAT Margin 10.4 8.8 12.4 12.2 12.8
RoE 21.8 16.9 20.1 18.5 19.0
RoIC (or Core RoCE) 20.5 18.2 21.2 224 244
RoCE 19.2 16.3 18.5 17.3 17.8
EFFICIENCY

Tax Rate (%) 15.9 18.4 22.2 22.2 222
Fixed Asset Turnover (x) 4.3 52 47 45 4.5
Inventory (days) 83.8 78.5 80.0 80.0 80.0
Debtors (days) 89.2 83.8 95.0 95.0 95.0
Other Current Assets (days) 18.1 17.7 17.7 17.7 17.7
Payables (days) 59.2 61.2 60.0 60.0 60.0
Other Current Liab & Provns (days) 65.2 59.6 62.4 61.3 59.6
Cash Conversion Cycle (days) 66.8 59.3 70.3 714 73.1
Net D/E (x) 0.3 0.1 0.0 -0.2 -0.3
Interest Coverage (x) 6.7 4.5 13.9 11.1 19.0
PER SHARE DATA (Rs)

EPS 13.5 12.6 18.2 19.8 23.0
CEPS 17.0 16.3 21.8 23.5 26.7
Dividend - - 5.0 7.0 10.0
Book Value 67.3 81.7 99.9 113.7 128.3
VALUATION

P/E (x) 85.7 92.3 63.6 58.5 50.4
P/BV (x) 17.2 142 11.6 10.2 9.0
EV/EBITDA (x) 55.8 58.6 48.2 42.7 37.2
EV/Revenues (x) 8.9 8.0 77 6.9 6.2
OCF/EV (%) 1.0 0.6 1.9 21 24
FCF/EV (%) 0.9 0.5 15 17 2.0
FCFE/Mkt Cap (%) 0.9 1.0 1.6 1.7 2.0
Dividend Yield (%) - - 0.4 0.6 0.9

Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI
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complied with. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
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Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any
material conflict of interest.

Any holding in stock - No

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional
advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this
document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult
their own advisors to determine merits and risks of such investment. The information and opinions contained herein have
been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such
information has not been independently verified and no guaranty, representation of warranty, express or implied, is made
as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice.
Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is
not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such
as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend or income, etc.
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from time to time or may deal in other securities of the companies / organizations described in this report. As regards the
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have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the
period preceding twelve months from the date of this report for services in respect of managing or co-managing public
offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a
merger or specific transaction in the normal course of business.
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subject company or third party in connection with the Research Report.
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Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
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