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These picks are based on fundamentals and issued when momentum is seen in them. These stocks may not
have enough liquidity and depth and may go from circuit to circuit (either up or down). In the interest of
timeliness, detailed financial projections are not prepared.

Small allocation of investible surplus may be put in such stocks and spread your surplus among several such
stocks.

Once the risk appetite in the market reduces, such stocks could face the pressure of selling irrespec
fundamentals or valuations.

Entry and exit into these stocks have to be carefully timed.
These stocks have inherent value in them and their expected rate of growth cou y
Their current valuations may not reflect these and hence considering the current market conditions, a buy
report has been issued.

It is possible that the street may take time to recognize these or there may be adverse developments in the
interim. Hence proper exit strategies have to be worked out in advance (that may include stoploss or trailing
stoploss).
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Industry Recommendation Base Case Fair Value Bull Case Fair Value Time Horizon

Alcobev Rs. 816.7 Buy in Rs 811-821 band and add more on dips to Rs 718 Rs. 895 Rs. 962 2 quarters

HDFC Scrip Code GMBREWEQNR Our Take:

BSE Code 507488 G.M. Breweries Ltd. (GMBL) set up in 1981 by Mr. Jimmy Almedia, is engaged in manufacturing of Country Liquor or Indian made Indian
NSE Code GMBREW Liquor (IMIL), a segment which is largely unorganised in contrast to Indian made Foreign Liquor (IMFL) which is organised and highly
Bloomberg GMBRIN regulated segment. It is the largest manufacturer of country liquor in state of Maharashtra with an installed capacity of 13.76 million bulk
CMP (Dec 29, 2021) 816.7 litre (~50000 cases per day) in Thane district, Maharashtra. From introducing 180 ml bottle in the country liquor industry when only 750
Equity Capital (RsCr) 18.3 ml & 375 ml bottles were doing the rounds to introducing PET bottles in the industry, GMBL has been an industry pioneer. GMBL’s brands

Face Value (Rs) 10 enjoy a virtual monopoly in country liquor across Mumbai, Thane and Palghar regions.
Equity Share O/S (Cr) 1.8

Market Cap (RsCr) 1493
Book Value (Rs) 366.6
Avg. 52 Wk Volumes 111760
52 Week High 923
52 Week Low 365

The liquor industry has strong entry barriers in the form of licensing and ban on advertisement, in which GMBL enjoys strong brand value
in Maharashtra leading to customer loyalty supported by strong distribution network. The company is also making concerted efforts to
penetrate deeper into other districts of Maharashtra. While the category growth has been low, larger players in country liquor space like
GMBL have continued to gain market share. Also, given the lower price point of the category (Rs 40-45/180 ml), in an environment of
higher costs, we expect a more pronounced market share gains, further aided by possible down-trading given increased IMFL prices,
pressure on earnings at personal levels and government’s crackdown on illicit liquor trade.

Promoters
Institutions

Financial Summary

T Particulars (Rs cr) Q2FY22 Q2FY21 Q1FY22 FY19 FY20

Non Institutions .
Total Operating Income 116 73 59.7 70 66.4 425.9 464.0 468.6 340.1
EBITDA 29 15 91.3 16 78.0 107.6 116.9 88.7 75.3
APAT 22 11 94.9 12 87.7 72.9 82.3 67.9 80.1
Diluted EPS (Rs) 12.0 6.1 94.9 6.4 87.7 49.8 45.0 37.1 43.8
ROE-% 28.3 25.0 17.0 17.1
HDFCsec Rgtaﬂ research P/E (x) 16.4 18.1 220 18.6

stock rating meter

for details about the raings, refer at the end of the report EV/E BlTDA 13 8 12 8 16 6 19 . 7

* Refer at the end for explanation on Risk Ratings (Source: Company, HDFC sec)

Fundamental Research Analyst
Harsh Sheth
Harsh.Sheth@hdfcsec.com
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Valuation & Recommendation:

GMBL reported a solid set of numbers in Q2FY22 on the back of reopening of economy and easing of travel restrictions. While H1FY21 was
a disaster for the liquor industry, the company did bounce back strongly in H1IFY22 and we expect the momentum to continue in
upcoming quarters. In addition to the revenue momentum, we expect the company to maintain its margins for H2FY22 on stable input
prices. This along with superior balance sheet strength and inexpensive valuation makes GMBL a good case for opportunistic short term
investing. The Board of GMBL will meet on Jan 07, 2022 to consider Q3FY22 results.

GMBL could report 19.1%, 26.1% and 12.1% CAGR in Sales, Operating profit and PAT over FY21-FY23. The profit growth could be slower
due to exceptional investment income in FY21. EPS could rise from 43.8 to Rs.55.1 in the same period. We believe investors could buy the
stock in Rs 811-821 band and add more on dips to Rs 718 for base case fair value of Rs 895 and bull case fair value of Rs 962 over the
next 2 quarters.

Though the business fundamentals and financial profile of the company have remained robust, questionable capital allocation policy (Rs ~
Rs 397 Cr in properties and other financial assets as on March’21 which translates into ~27% of market cap and ~78% of net worth), lower
dividend pay-out despite negligible capex requirements and concentrated core business (1-product, 1-region) make the long-term
investment case look less clear at the moment. Additionally, the disclosure levels of GMBL are not high as few details about volumes,
realisation, brand split, capex plans, use of cash equivalents, entry into sales territories, etc. are not available in the public forum.
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Triggers

Strong brand portfolio, superior financial profile; a solid moat

GMBL'’s brands (G.M. Santra, G.M. Doctor, G.M. Limbu Punch and G.M. Dilbhaar Sounf) have been enjoying consistently good brand image
and loyalty from the consumers for the past several years and the company enjoys virtual monopoly in country liquor in the districts of
Mumbai, Thane & Palghar. Reportedly, as per the State Excise Department the company contributes about 25-30% of the total Excise duty
for country liquor in Maharashtra, indicating >25% market share for the company. The company has capacity to process 13.76 Cr bulk
litres of country liquor per annum while utilisation levels have been <50%. Tackling the lower capacity utilisation, GMBL remained prudent
in controlling costs. It is also making concerted efforts to penetrate deeper into other districts of Maharashtra taking advantage of its
brand image which should drive utilisation levels and incremental volume growth.

The prices of rectified spirits have remained stable in past few months amidst increased ethanol blending demand from OMCs as
Maharashtra is expected to report a record a sugarcane production in 2021-22. Inflation in packaging costs (mainly PET bottles) due to
the increase in crude oil prices could impact margins a bit. GMBL’s financials will grow at a faster pace realising the dual benefits of higher
revenues (demand recovery) and stable RM prices.

GMBL's Cash Conversion Ratio (CFO/PAT) of 101.46% (avg. FY16-20) is the best in liquor industry implying the strength of its brands. It is
cash-rich, debt free, and does not require any substantial capital given the lower utilization levels currently which means continued robust
free cash flow (FCF) generation.

Expect normalisation in demand with opening up of economy

The liquor industry right from the onset of the Covid-19 pandemic, took a heavy blow owing to the subsequent nationwide lockdown and
social distancing norms leaving an adverse effect on the manufacturers. The lockdowns that led to reverse migration of labour had severe
impact on GMBL given the blue-collar workers form the biggest proportion of its consumer base. However, with the resumption of
operations across industries in and around Mumbai, and opening up of bars and restaurants with easing restrictions have aided the
volume recovery in Q2FY22. We expect this to flow into coming quarters as the economic activity traces back to pre-Covid levels.

Also, government’s recent crackdown on illicit liquor trade across Maharashtra (Link) and especially in Mumbai Metropolitan Region, as it
realizes the importance of the liquor industry from state finances standpoint, will benefit branded country liquor player like GMBL which
enjoys virtual monopoly in the region.
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Concerns

Constantly changing regulatory environment: The liquor industry is exposed to multiple regulatory risks emanating from state taxes,
adverse ruling from courts and changes in regulations with respect to pricing, licensing, working of operating facilities, manufacturing
processes, marketing, advertising and distribution.

Volatility in RM prices: Rectified Spirits and packaging material are the two key raw materials. Any price volatility in the price of these
components can affect company’s profitability.

Recurrence of Covid-19 and subsequent lockdowns may affect the sales of liquor as it isn’t classified as essential commodity. Also,
lockdowns may lead to reverse migration and hamper the sales of country liquor, consumers of which typically are blue-collar workers.
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Financials
Income Statement

Balance Sheet

Particulars (Rs cr) FY18 | FY19 FY20 FY21

As at March FY18

Net Revenues 425.9 464.0 468.6 340.1 SOURCE OF FUNDS
Growth (%) 13.5 9.0 1.0 -27.4 Share Capital 14.6 18.3 18.3 18.3
Operating Expenses 318.3 347.1 379.9 264.8 Reserves 276.7 348.5 412.1 486.7
EBITDA 107.6 116.9 88.7 75.3 Shareholders' Funds 291.3 366.8 430.4 505.0
Growth (%) 56.1 8.6 -24.1 -15.1 Minority Interest 0.0 0.0 0.0 0.0
EBITDA Margin (%) 25.3 25.2 18.9 22.1 Total Debt 0.0 0.0 0.0 0.0
Depreciation 6.0 7.3 7.3 5.5 Net Deferred Taxes 4.7 4.2 3.6 3.3
Other Income 9.7 13.7 9.4 30.3 Total Sources of Funds 296.0 371.0 434.0 508.3
EBIT 111.3 123.3 90.8 100.1 APPLICATION OF FUNDS
Interest expenses 0.0 0.1 0.1 0.1 Net Block & Goodwill 65.7 67.2 62.0 57.3
PBT 111.3 123.2 90.8 100.1 CWIP 63.6 47.7 26.1 20.1
Tax 38.4 40.9 22.9 20.0 Investments 170.9 255.3 323.2 390.5
PAT 72.9 82.3 67.9 80.1 Other Non-Curr. Assets 5.6 10.6 10.8 10.8
Share of Asso./Minority Int. 0.0 0.0 0.0 0.0 Total Non-Current Assets 305.8 380.8 422.0 478.7
Adj. PAT 72.9 82.3 67.9 80.1 Inventories 11.6 17.7 20.6 28.0
Growth (%) 67.0 12.9 -17.6 18.0 Debtors 0.9 2.1 1.0 0.9
EPS 49.8 45.0 37.1 43.8 Cash & Equivalents 10.5 1.1 21.6 6.9
Other Current Assets 22.1 21.8 18.7 58.5
Total Current Assets 45.1 42.8 61.8 94.3
Creditors 5.0 4.5 11.1 3.1
Other Current Liab & Provisions 49.9 48.1 38.8 61.6
Total Current Liabilities 54.9 52.6 49.9 64.7
Net Current Assets -9.8 -9.8 12.0 29.6
Total Application of Funds 296.0 371.0 434.0 508.3
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Cash Flow Statement Key Ratios
Particulars (Rs cr) Particulars
Reported PBT 111.3 123.2 90.8 100.1 Profitability Ratios (%)
Non-operating & EO items -5.0 -5.8 -04 -18.2 EBITDA Margin 25.3 25.2 18.9 22.1
Interest Expenses -4.8 -7.8 -8.9 -12.1 EBIT Margin 26.1 26.6 19.4 29.4
Depreciation 6.0 7.3 7.3 5.5 APAT Margin 17.1 17.7 14.5 23.6
Working Capital Change -6.2 -14.2 11.8 -55.9 RoE 28.3 25.0 17.0 17.1
Tax Paid -38.5 -41.4 -21.8 -18.0 RoCE 43.2 37.5 22.8 21.4
OPERATING CASH FLOW ( a) 62.8 61.3 78.8 14 Solvency Ratio (x)
Capex -7.5 3.2 26.8 10.6 Net Debt/EBITDA -0.1 0.0 -0.2 -0.1
Free Cash Flow 55.3 64.4 105.6 12.0 Net D/E 0.0 0.0 -0.1 0.0
Investments -62.2 -82.2 -88.0 -51.5 Per Share Data (Rs)
Non-operating income 8.4 21.6 -11.2 51.0 EPS 49.8 45.0 37.1 43.8
INVESTING CASH FLOW (b)) -61.3 -57.5 -72.3 10.1 CEPS 53.9 49.0 41.1 46.8
Debt Issuance / (Repaid) 0.0 0.0 0.0 0.0 BV 199.1 200.6 235.3 276.1
Interest Expenses 0.0 -0.1 -0.1 -0.1 Dividend 3.0 3.0 3.0 4.0
Share Capital Issuance 0.0 0.0 0.0 0.0 Turnover Ratios (days)
Dividend -4.4 -4.4 -5.5 -5.5 Debtor days 0.6 1.2 1.2 1.0
FINANCING CASH FLOW (c) -4.4 -4.5 -5.5 -5.5 Inventory days 9.6 11.5 14.9 26.0
NET CASH FLOW (a+b+c) -2.8 -0.7 0.9 6.0 Creditors days 4.2 3.7 6.1 7.6
Opening balance of cash 10.5 1.1 0.5 14 Valuation (x)
Closing balance of cash 7.6 0.5 14 7.4 P/E 16.4 18.1 22.0 18.6
P/BV 4.1 4.1 3.5 3.0
One-year stock price chart EV/EBITDA 13.8 12.8 16.6 19.7
1000 EV / Revenues 3.5 3.2 3.1 4.4
900 Dividend Yield (%) 0.4 0.4 0.4 0.5
800 Dividend Payout 6.0 6.7 8.1 9.1
700 (Source: Company, HDFC sec)
600
500
400
300
200
S 8§55 %555 58785857 § 5
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Harsh Sheth, MCom, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. 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 her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the
Research Report. Further Research Analyst or her relative or HDFC Securities Ltd. or its associate

does not have any material conflict of interest.

Any holding in stock — No

HDFC 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 meant for sole use by the recipient and not for circulation. 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 inde pendently 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. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and 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 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. 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.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might 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 t 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.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0O062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA0O00011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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