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Another open offer on the anvil?

Brand re-launches progressing well; Prohibition-related policy headwinds

an overhang

® One more open offer?: The latest media reports suggest that Diageo is
:tlc’d( 'Efc’ NP considering the possibility of increasing its stake in UNSP from the existing

oomberg .

Equity Shares (m) 1453 55.06% to 72% through open market transactions . However, the management
52-Week Range (INR) 3,870/2,232 has denied these reports in a clarification provided to stock exchanges.
1, 6,12 Rel. Per (%) 0/-24/-21 W Current market price at ~20% discount to earlier open offer price: The current
M.Cap. (INR b)/ (USD b) 356.1/5.4 market price of INR2470 is at a discount of 19% to the earlier open offer price
Avg Val (INR m) 822 of INR3030. Diageo had raised its stake in UNSP from 28.78% to 54.78% in
Free float (%) 41.2

Financials Snapshot (INR b)

1QFY15 via an open offer at an outlay of INR114.5b. The open offer price was
at a premium of 18% to the then prevailing market price. Back in Sep-15,
Diageo had offered to increase its stake in Guinness Nigeria to 70% from
54.3%.

®  Multi-national consumer companies witness parents increasing their stake: In
India, Hindustan Unilever and GSK Consumer witnessed open offers in FY14
with both their parents increasing their stakes to 67% and 72%, respectively.

m Stock undergoes material correction due to policy headwinds: The stock has
corrected by 30% in the last one year on account of policy headwinds as a
result of Kerala’s proposed liquor ban (staggered ban) and more recently by
Tamil Nadu (key political parties in the state have promised prohibition if voted
to power). Prohibition on liquor was implemented in Bihar in April-16 as the
ruling party fulfilled its promise made during the elections.

m  UNSP making progress on five identified priorities: As far as business
fundamentals are concerned, UNSP is progressing well on five identified

Y/E Mar 2016E 2017E 2018E
Sales 93.5 104.2 118.4
EBITDA 9.9 13.5 17.8
PAT 4.2 7.4 108
EPS (INR) 28.7 50.8 745
EPS Gr. (%) LP 769 46.6
BV/Sh.(INR) 74.1 1249 196.5
RoE (%) 48.1 51.1 379
RoCE (%) 20.1 27.2 320
P/E (x) 86.0 48.6  33.2
P/BV (x) 33.3 19.8 126
Shareholding pattern (%)

As On Dec-15 Sep-15 Dec-14
Promoter 58.8 58.9 58.9
] 4.6 4.6 4.2
Fil 24.1 24.6 24.4
Others 12.5 12.0 12.5

FIl Includes depository receipts
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priorities, viz.: a) Power brands b) Brand renovation c) Cost leadership d)
Corporate citizen/compliance e) Future ready organization. After re-launching
Royal Challenge a year ago, UNSP had re-launched the largest brand in its
portfolio — McDowell’s No.1 in 3QFY16, and re-launched Signature in April-16.
These brands were deprived of investments in the earlier regime, in our view,
and hence, refreshing their identity will help build consumer connect. The early
signs of benefits from the brand re-launches are evident in the 58% volume
growth posted by Royal Challenge in 9MFY16. Our checks suggest good
consumer and trade response to McDowell’s No.1.

Preferred idea; maintain Buy: Despite the near-term negative news flow
related to policy actions by various state governments, our positive long-term
investment thesis on UNSP remains intact, in view of its improved portfolio mix
and resulting margin expansion, debt reduction with further divestment of
non-core assets, better capital discipline, improved corporate governance and
cost containment. The industry’s focus on value growth will be a key medium-
term positive for UNSP, in our view. Maintain Buy.

Gautam Duggad (Gautam.Duggad@MotilalOswal.com); +91 22 3982 5404

Krishnan Sambamoorthy (Krishnan.sambamoorthy@motilaloswal.com); Vishal Punmiya (Vishal.Punmiya@motilaloswal.com)
Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Income Statement (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Net Sales 73,762 91,865 104,115 105,009 91,594 100,490 112,185 127,353
Change (%) 15.9 24.5 13.3 0.9 -12.8 9.7 11.6 135
EBITDA 10,653 10,603 10,037 8,711 6,833 9,919 13,486 17,848
EBITDA Margin (%) 14.4 115 9.6 8.3 7.5 9.9 12.0 14.0
Depreciation 1,023 1,474 1,784 2,026 2,229 1,918 2,198 2,443
EBIT 9,630 9,129 8,253 6,685 4,604 8,000 11,287 15,406
Interest 4,985 7,773 8,861 12,771 6,528 4,211 3,195 2,613
Other Income 904 2,106 1,446 1,912 2,222 2,444 2,933 3,373
Extraordinary items 2,238 -108 -108 -37,951 -16,650 7,749 0 0
PBT 7,787 3,353 730 -42,126 -16,353 13,982 11,025 16,165
Tax 2,098 1,481 1,781 2,762 520 2,057 3,638 5,334
Tax Rate (%) 26.9 44.2 243.9 -6.6 -3.2 14.7 33.0 33.0
Min. Int. & Assoc. Share -12 -7 -38 3 4 0 0 0
Reported PAT 5,701 1,880 -1,012 -44,891 -16,877 11,925 7,387 10,831
Adjusted PAT 3,463 1,988 -904 -6,940 -227 4,176 7,387 10,831
Change (%) 14.5 -42.6 -145.5 667.8 -96.7 -1,940.2 76.9 46.6

Balance Sheet (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Share Capital 1,259 1,259 1,259 1,453 1,453 1,453 1,453 1,453
Reserves 40,079 45,359 46,614 28,870 5,141 9,314 16,697 27,100
Net Worth 41,338 46,618 47,873 30,323 6,595 10,767 18,150 28,553
Debt 63,811 72,920 70,865 80,358 49,810 41,310 34,310 30,310
Deferred Tax 2,971 1,720 1,062 238 -119 -119 -119 -119
Total Capital Employed 108,295 121,403 119,911 110,927 56,293 51,966 52,349 58,752
Gross Fixed Assets 26,972 29,620 31,026 35,317 23,404 27,404 31,404 35,404
Less: Acc Depreciation 7,573 9,432 10,721 13,413 8,952 10,870 13,069 15,511
Net Fixed Assets 19,399 20,188 20,305 21,905 14,452 16,534 18,336 19,893
Capital WIP 1,291 1,080 1,312 1,097 1,141 1,141 1,141 1,141
Investments 1,544 2,358 2,179 2,380 2,162 2,162 2,162 2,162
Current Assets 61,842 75,729 82,059 87,129 55,493 55,290 58,400 67,767
Inventory 21,168 27,548 25,112 29,351 17,581 17,895 19,056 21,632
Debtors 14,825 17,737 24,170 22,652 17,515 17,895 19,210 21,807
Cash & Bank 6,370 3,632 2,816 7,047 3,629 2,430 1,693 3,393
Loans & Adv, Others 19,479 26,812 29,960 28,078 16,768 17,069 18,441 20,935
Curr Liabs & Provns 20,102 36,570 44,330 36,683 21,714 27,920 32,449 36,969
Curr. Liabilities 18,331 34,119 40,517 30,542 15,711 22,025 26,125 29,657
Provisions 1,771 2,451 3,812 6,141 6,004 5,894 6,323 7,312
Net Current Assets 41,741 39,159 37,729 50,447 33,779 27,370 25,952 30,798
Total Assets 108,295 121,403 119,911 110,927 56,293 51,966 52,349 58,752
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Ratios
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Basic (INR)
EPS 28.3 16.2 -7.4 -47.8 -1.6 28.7 50.8 74.5
Cash EPS 36.7 28.3 7.2 -33.8 13.8 41.9 66.0 91.3
Book Value 342.8 382.0 392.0 208.7 45.4 74.1 124.9 196.5
DPS 2.5 2.5 2.5 2.5 0.0 0.0 0.0 2.5
Payout (incl. Div. Tax.) 8.8 15.4 -33.9 -5.2 0.0 0.0 0.0 3.4
Valuation(x)
P/E -54.3 -1660.4 90.2 51.0 34.8
Cash P/E -76.7 188.2 61.8 39.3 28.4
Price / Book Value 12.4 57.1 35.0 20.8 13.2
EV/Sales 4.0 4.2 3.8 3.3 2.9
EV/EBITDA 47.9 56.6 38.1 27.5 20.6
Dividend Yield (%) 0.1 0.0 0.0 0.0 0.1
Profitability Ratios (%)
RoE 8.7 4.5 -1.9 -17.7 -1.2 48.1 51.1 37.9
RoCE 9.7 9.3 8.1 7.8 121 20.1 27.2 32.0
Turnover Ratios (%)
Asset Turnover (x) 0.7 0.8 0.9 0.9 1.6 1.9 2.1 2.2
Debtors (No. of Days) 73 70 85 79 70 65 63 63
Inventory (No. of Days) 143 142 111 130 87 82 81 82
Creditors (No. of Days) 90 87 69 63 38 51 55 56
Leverage Ratios (%)
Net Debt/Equity (x) 1.4 1.5 14 2.4 7.0 3.6 1.8 0.9
Cash Flow Statement (INR Million)
Y/E Mar 2011 2012 2013 2014 2015 2016E 2017E 2018E
Adjusted EBITDA 10,653 10,603 10,037 8,711 6,833 9,919 13,486 17,848
Non cash opr. exp (inc) -1,023 -1,474 -1,784 -2,026 -2,229 -1,918 -2,198 -2,443
(Inc)/Dec in Wkg. Cap. -11,211 -156 614 -8,487 13,249 5,210 682 -3,146
Tax Paid -2,098 -1,481 -1,781 -2,762 -520 -2,057 -3,638 -5,334
Other operating activities 0 0 0 0 0 0 0 0
CF from Op. Activity -3,679 7,492 7,086 -4,564 17,333 11,153 8,331 6,925
(Inc)/Dec in FA & CWIP -5,452 -16,736 -1,406 19,211 42,210 -4,000 -4,000 -4,000
Free cash flows -9,131 -9,244 5,681 14,647 59,542 7,153 4,331 2,925
(Pur)/Sale of Invt -279 -814 179 -201 218 0 0 0
Others 2,237 -556 -108 -37,952 -16,649 7,749 0 0
CF from Inv. Activity -3,493 -18,106 -1,335 -18,942 25,778 3,749 -4,000 -4,000
Inc/(Dec) in Net Worth -1,179 3,303 2,611 27,278 -6,850 -7,753 -4 -4
Inc / (Dec) in Debt 8,603 8,124 -2,714 9,047 -30,995 -8,500 -7,000 -4,000
Interest Paid 0 0 0 0 0 0 0 0
Divd Paid (incl Tax) & Others -1,567 -3,551 -6,464 -8,588 -8,684 152 1,936 -146
CF from Fin. Activity 5,856 7,876 -6,568 27,737 -46,529 -16,101 -5,068 -4,149
Inc/(Dec) in Cash -1,316 -2,738 -816 4,231 -3,419 -1,199 -737 -1,225
Add: Opening Balance 7,686 6,370 3,632 2,816 7,047 3,629 2,430 1,693
Closing Balance 6,370 3,632 2,816 7,048 3,629 2,430 1,693 468
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