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Outlook and Q1FY25 summary
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• In alco-beverages, we have a ‘BUY’ each on United Breweries and United Spirits.

• UNSP is targeting double-digit sales growth for FY25. It guided that revenue growth in H1FY25 would be less than double-digit, but would be in a
double-digit in H2FY25. P&A pricing and mix would remain in a 6–8% range. ENA is inflationary; rest of the commodity basket is stable.

• UBBL expects industry volumes to grow at a high-single digit and premium to grow at a strong-double digit; it shall continue to grow ahead of the
industry. Premium portfolio volumes would grow in high double digits. Overall operating margins in double-digit is likely.

• In spite of elections-related dry days and supply-side constraints, players turned in a decent performance in Q1FY25.

• Premium portfolio continues to do well: UBBL’s premium portfolio volumes surged 44% YoY in Q1FY25 while Radico’s P&A portfolio grew 19.1%/14.3%
YoY by value/volume. UNSP’s P&A portfolio grew 10.1%/5.1% YoY by value/volume.

• The Indian government has lifted restrictions on ethanol production and allowed distilleries to purchase rice from FCI stocks for ethanol production. We
did channel checks to gauge the benefit; that said, we expect ENA prices to stay range-bound. We do not expect this benefit to be passed on
meaningfully to alco-beverage players—hence, the benefit to alco-beverage players would be a bit limited.

• UNSP’s P&A likely outperformed Pernod India by 1–2% in terms of value growth in Jun-24 quarter. UNSP’s P&A grew by 10.1% YoY for the quarter
while Pernod India’s growth likely stood at 8–9% YoY (FY24 growth 6% and 9MFY24 growth at 5%).

• In terms of YoY sales growth, Radico tops at 19% (for overall as well as P&A), followed by UNSP (P&A) at 10% and UBBL at 9%.

• In terms of gross margins, UNSP tops at 44.5%, followed closely behind by UBBL at 43.2% and Radico at 41.5%.

• In terms of EBITDA margin, UNSP tops at 19.5%; Radico follows at 13% and UBBL 11.5%.

• On a three-year basis, all the three players suffered a dip in gross margins. UNSP was almost stable with gross margin contraction of 11bp. Radico is
at the bottomwith a sharp compression of 557bp.

• On a three-year basis, Radico posted robust revenue/volume growth in the P&A segment of 129%/88% (versus Q1FY22), followed by UNSP at 92%/45%.



Valuation and ratings

4

In the alco-beverage space, we have a ‘BUY’ each on United Breweries (UBL) and United Spirits (UNSP).

*Consensus estimates from Bloomberg; CMP as on 2nd September, 2024



Trends over five years: UNSP, Radico and UBL
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Pernod Ricard India versus UNSP’s P&A
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• UNSP’s P&A outperformed Pernod India by 1–2% value gap in the Jun-24 quarter.

• We continue to commend the work being done by UNSP’s incumbent MD Ms Hina Nagrajan to premiumise the portfolio and grow faster than
Pernod.

• UNSP’s P&A segment grew 10.1% YoY in the June quarter while Pernod India’s growth stood at 8–9% YoY (as per our calculation given FY24
growth is 6% and 9MFY24 growth is 5%).

• Elections-related dry days and supply-side constraints dampened sales of alco beverages; nevertheless, both players turned in
decent growth.

• Pernod highlighted that it witnessed strong consumer demand for spirits and continued premiumisation. Brands such as Royal Stag and
Blenders Pride have seen strong momentum.

• By market share in Indian market, Pernod stands at 48% overall, 50% in Whiskies and 42% in imported spirits. India is now the second-largest
market for Jameson (a premium whiskey).



Innovation to continue to fuel growth – Radico

7

Radico

Source: Company presentation



Innovation – UNSP

8

United Spirits

Source: Company presentation



Innovation – UBBL
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United Breweries

Source: Company, Nuvama Research

Examples of recent launches by UBBL



Government eases rules for ethanol production
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• The Indian government has lifted restrictions on ethanol production from sugarcane-related products and allowed distilleries to
purchase rice from FCI stocks for ethanol production.

• Given excess broken rice is now available for ENA production, production cost of grain-based ENA prices could cool off a bit.

• We did channel checks to gauge benefit to liquor companies due to this; that said, we expect ENA prices to remain range-bound. We
do not expect this benefit to be passed on meaningfully to alco-beverage players since ENA is more of a sellers’ market – hence the
benefit to alco-beverage players would be a bit limited.

• Instead of some inflation, ENA is likely to be range-bound.

Detailed update

In an order issued on 29th August, the government has lifted the cap on producing ethanol from sugarcane-related products. All sugar
mills and distilleries have been granted permission to produce ethanol from sugarcane juice or sugar syrup and B-heavy and C-heavy
molasses for the ethanol supply year (ESY) 2024–25.

Additionally, another order stated that ethanol distilleries can participate in rice auctions of the Food Corporation of India (FCI). Under
this order, these distilleries will be allowed to purchase rice at the final fixed price through e-auction from August to October 2024 for
ethanol production.

Distilleries would be able to procure a maximum of 2.3mn tonnes of rice from FCI stocks for ethanol production; thus, prices of broken
rice shall moderate in the open market.



Experimentation and premiumisation to continue to rise
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• According to IWSR, the Indian spirits market is likely to clock flat growth in CY24. It navigated through a complex year due to tax
hikes and state elections, not to mention policy shifts in 2023.

• Overall, there is a slowdown in consumption while demand trends for spirits have not changed much sequentially. However,
improved retail experiences, increase in OOH consumption and experimentation are giving rise to cautious optimism in the market.

• The prestige segment, also known as the deluxe segment, is the largest segment in the whisky market at 50% by volume in India and
is projected to reach 53% by FY25. By volume, the popular segment or mass premium segment makes up 37% of India’s whisky
market. Together, the value segment (popular + prestige) accounts for a market share of 87%.

• Meanwhile, a strong presence in the value segment is key to driving growth in the premium and luxury categories. The contribution
of premium and luxury segment by value is projected to touch 33% of the overall whisky market by FY25, from 31% in FY21.

• India-UK FTA talks continue to face delays due to some sensitive issues remaining unresolved. All in all, we await the FTA between
India and the UK. This could benefit volumes at the top end for UNSP.

• Although prices of certain packaging materials have softened recently, prices of ENA and food grains remain a concern. Glass, on the
other hand, is finally on a reversal trend with some consolidation taking place across the industry.

• For UBBL, watch out for gross margins due to its higher dependence on new glass bottles, particularly in the premium segment.

• Alco-beverage companies continue to focus on investing in their brands to drive longer-term equity. Building a strategic portfolio at
different price points and driving the premiumisation trend remain the key focus areas.



Margin comparison: UNSP ahead on gross, EBITDA margins
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• Gross margins (GM) of all the three companies are in a narrow range in the 40s.

• By gross margin, UNSP tops at 44.5%, followed closely behind by UBBL at 43.2% and Radico at 41.5%.

• By EBITDA margin, UNSP tops at 19.5%; Radico follows at 13% and UBBL thereafter at 11.5%.



YoY comparison – Revenue and volume
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• In terms of YoY sales growth, Radico tops at 19% (overall and in P&A), followed by UNSP (P&A) at 10% and UBBL at 9%.

• In terms of YoY volume growth, United Breweries’ premium performed the best at 44%, followed by Radico’s P&A at 14%. UNSP’s P&A
posted volume growth of 5%. UBBL (overall) performed the best at 5%, followed by UNSP at 4%.



YoY comparison – Margins
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• UBBL registered good gross/EBITDA margin expansion of 245bp/172bp on a low base. UNSP’s gross/EBITDA margin expanded
88bp/177bp; adjusted for a one-off, its EBITDA margin expanded 77bp.

• Radico lagged with gross margin contraction of 207bp and a small EBITDA margin expansion of 58bp.



Margin analysis over three-years: UNSP fares better
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• On a three-year basis, all three players suffered a dip in gross margins. UNSP was almost stable with a gross margin
contraction of 11bp. Radico is at the bottom with a sharp compression of 557bp.

• Except Radico, the other two companies’ EBITDA margins expanded. UNSP performed the best with 912bp expansion,
followed by UBBL with 299bp expansion. Radico lags with compression of 230bp.



United Breweries: Q1FY25 – Transformation story endures
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• Top-line growth was affected by election restrictions, particularly in Telangana where UBBL did not get approval for three shifts. UBBL’s
volumes grew 5% YoY; If there was no election-related impact, volume growth would have been 8–9%.

• Karnataka, Andhra Pradesh, Uttar Pradesh, Maharashtra, Haryana and West Bengal drove the volumes in Q1FY25. Premium portfolio volumes
soared 44% YoY driven by Kingfisher Ultra, Kingfisher Ultra Max and Heineken Silver. The Kingfisher Ultra and Kingfisher Ultra Max portfolio
expanded more than 50% YoY in Q1 while the Heineken portfolio clocked double-digit YoY growth in Q1FY25.

• The company has started seeing the long-awaited margin recovery; gross/EBITDA margin expanded 245bp/172bp YoY to 43.2%/11.5%.
However, contribution of new bottles shall be higher for some periods due to focus on premiumisation, which can limit margin expansion.

• UBBL is expecting industry volumes to grow in high-single digits and premium to grow in high-double digits; it shall continue to grow ahead of
the industry.



UBBL: Trends at a glance
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UNSP: Q1FY25 – Impressive margin delivery
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• The company is targeting double-digit revenue growth in FY25; it highlighted that H2FY25 is likely to be better than H1FY25.

• The P&A segment posted value/volume growth of 10.1%/5.1% YoY driven by an improved footprint and saliency of innovation and
renovation offerings and portfolio reshaping.

• The Popular segment disappointed with 4.6%/2.4% YoY decline in volume/value terms due to continued slowdown in demand as inflation
has been impacting price-sensitive consumers.

• Gross margin is still below the pre-covid level. Meanwhile, the gap has now narrowed, indicating prudent raw material cost measures and
efficient inventory management.

• The company is innovating heavily in white spirits (under-indexed at 5% of total market) and seeing strong growth potential in both white
spirits and Indian single malts.

• RM cost, particularly ENA’s, continues to be inflationary. Glass prices shall continue to remain soft.



UNSP: Q1FY25 – Impressive margin delivery
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UNSP acquired V9 Beverages Private Limited (“Sober”) and Indie Brews and Spirits (“Quaffine”).

V9 Beverages

It is a zero-alcohol beverage company engaged in the business of developing, producing, marketing and selling zero-proof alcohol beverages under the
brand name “Sober”. V9 aims to give consumers a wider choice of drinks on social/personal occasions. Turnover was INR5.9mn in FY23. Currently, the
entire revenue of Sober is from India. The cost of acquisition was INR22.9mn for a 15% share capital.

Sober was founded by Mr Vansh Pahuja and Mr Aditya Aggarwal (first-generation entrepreneurs), who tapped into the demand traction witnessed in the
non-alcoholic beverage market. Sober was incorporated on 4th November 2020 and started commercial operations of its distilled, non-alcoholic drink
business in October 2021. Its products are Sober Gin, Sober Rum and Sober Whiskey (distilled non-alcoholic drinks).

Indie Brews and Spirits

It is an alcohol beverage company working under the brand name “Quaffine”. Quaffine is a mid-proof alcohol in the premium craft segment. It uses Indian
coffee beans and has the potential to cater to a wider drinking occasion, where casual-moderate drinking is on the rise. With this investment, the company
continues to partner with breakthrough start-up entrepreneurs to experiment in the emerging consumer trends of the category. Turnover as on FY23 was
INR6mn. Approximately, 93% of the revenue is generated from local sales in India. Additionally, Quaffine’s products are available in Kenya and Thailand.
The cost of acquisition was INR50mn for 25% of its share capital.

Quaffine was founded by Mr Isaac Vivek Mani and Mr Olson Pereira, who are seasoned professionals with a combined experience of over 35 years in the
food & beverages industry. Quaffine was incorporated on 14th February 2022 and started commercial operations of its speciality alcohol beverage business
in September 2022.

Our view: These new categories are gaining traction, and investments are at early stage to be future-ready. Craft ecosystem shall grow with Diageo support
and brand equity. Based on performance, UNSP will decide whether to increase investments in their existing M&A investments.



UNSP: Trends at a glance

20



Radico Khaitan – Q1FY25
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• The company expects to continue to deliver double-digit premium volume growth in FY25.

• Radico Khaitan turned in sales growth (19% YoY) with overall growth similar to P&A (P&A also grew 19% YoY) in Q1FY25. By YoY volume, P&A
grew 14% while overall volumes dipped 4%.

• Non-IMFL (~34% revenue contributor) surged 57% YoY due to full capacity utilisation of the Sitapur plant (commissioned in Q3FY24).

• Gross margins contracted 207bp YoY; it was impacted majorly due to significant food grain inflation. Grain price inflation had a negative
impact of 335bp YoY on gross margin.

• Despite commodity inflation in the ENA and grain prices, the company has been able to sustain gross margin due to ongoing premiumisation
and price increases in the IMFL business.



Three-year analysis – Revenue and volume

22

• On a three-year basis, among our coverage, UBBL clocked robust volume growth of 104%, followed by UNSP at 29% (overall).

• Premiumisation marks the most important theme for these companies given the consumer trend and low margins at entry level.

• For instance, on a three-year basis, Radico posted robust revenue/volume growth in the P&A segment of 129%/88% (versus
Q1FY22), followed by UNSP at 92%/45%.

• On a three-year basis (overall topline), UBBL posted robust revenue growth of 121% followed by Radico at 90% and UNSP at 44%.

Revenue growth in Q1FY25 on a three-year basis Volume growth in Q1FY25 on a three-year basis



Allied Blenders & Distillers – Q1FY25 performance
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• ABD is the most recently listed company in the alco-beverage space.

• Its Q1FY25 net revenue of INR7.6bn is down 7% YoY/1.3% QoQ. Management highlighted that election and political changes led to
an industry-wide slowdown in Q1.

• The company’s overall volumes dipped 11.8% YoY. Despite good demand for its products, persistent delays in receivables from a key
market since H2FY24 have impacted the industry as well, continued to affect its overall servicing needs and short-term volume
growth in Q1FY25. If not for this issue, the company would have clocked double-digit volume growth on a QoQ basis in Q1FY25.

• P&A volumes’ salience came in at 37% in Q1FY25 and value salience at 46%.

• Its EBITDA of INR741mn is up 42.5% YoY/24.1% QoQ; EBITDA margins expanded 340bp YoY/200bp QoQ to 9.8%.

• Gross margin expanded 424bp YoY, but contracted 28bp QoQ to 38.7%. Gross margin expansion breakdown: 310bp due to price and
~100bp from COGS reduction (versus Q1FY24). Margin improvement on account on cost savings has been due to packaging
initiatives, e.g. PET conversion, mono carton reduction and improvement in market bottle utilisation.



Allied Blenders & Distillers
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Outlook/guidance given during Q1FY25 conference call
• The company expects the mass premium segment to grow at mid-to-high single digit and P&A segment to grow at mid-double digits.
• Management guided for double-digit volume growth in FY25.
• Volume and value performance in Q2 is expected to be better than Q1. The company expects FY25 margins to be in low double

digits. On an annual basis, interest costs would be lower by 50% in FY25.
• Utilising IPO proceeds, the company repaid all legacy bank dues and cleared all VAT liabilities.
• The tax rate will be 25% FY26 onwards.

State-specific commentary

Andhra Pradesh

• Andhra’s policy is yet to be announced, but it shall be effective from 1st October.
• The company believes that the industry could get benefits such as direct access to retail outlets, which would be beneficial for

private players. Sold around 1.7mn cases in AP in FY24.

Telangana

• Telangana is the biggest market for ABD by volume and value; it generates 25%-plus business in both volumes and value terms.
• Alco-bev players are facing delayed receivables from Telangana, which has affected the entire industry. However, the company has

guided that the issue is expected to be resolved after another quarter. Industry associations have given their representation to the
government regarding the matter.

• Total overdue receivables from Telangana are ~INR3.8bn.



Allied Blenders & Distillers: Recent meet key takeaways
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We recently met with top management of Allied Blenders & Distillers (ABD); key insights from the meeting:

• ABD is the largest Indian-owned Indian-made foreign liquor (IMFL) company and third-largest spirits company in India by volume.

• With IPO money, the company repaid ~ INR8bn of gross debt and cleared its outstanding VAT liabilities. A strengthening balance
sheet lifts the odds of a credit re-rating.

• ABD has two priorities: expand P&A market share and improve margins. New brand rollouts in the luxury and premium segment this
year are being planned.

• The IMFL industry is likely to grow in mid-single digits by volume, and ABD intends to outpace it.

• India has low per capita alco-beverage consumption (versus global levels); this coupled with positive demographic factors make
India an attractive market for alcoholic beverages.

ICONiQ White Whisky: ABD’s recent millionaire brand
ABD boasts a portfolio of millionaire brands including Officer's Choice Whisky, Sterling Reserve, Officer's Choice Blue and ICONiQ White
Whisky. A millionaire brand means a brand surpassing sales of 1mn 9-litre cases annually. The latest addition to millionaire brands is
ICONiQ White Whisky launched in Sep-22; it achieved the millionaire status in its first year and crossed 2mn cases in its inaugural full
year (i.e. FY24).

In fact, it achieved this milestone despite being available only in the states of North and East India along with Maharashtra and
Telangana. It was the fastest growing spirits brand in CY23 as per Drinks International magazine, The Millionaire’s Club 2024 list. Current
annual-run rate for FY25 is 4–5mn cases (doubling from FY24 volumes). ABD plans to make it available pan-India by Q3FY25.



A cocktail to sip!
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• India is one of the most attractive/fastest growing alcohol markets in the world.

• India is the third-largest market in the world after China and the US by volume and will likely have 39% drinking population by 2025.

• The market is dominated by whisky, followed by beer and wine.

• The premium end of the Indian spirits market is largely dominated by the top two global companies: Diageo and Pernod Ricard.

• The IMFL market is concentrated among the top three players. United Spirits (UNSP) is the leader in IMFL.

• Key risk/issues: Government control in almost all states in terms of pricing/distribution, sudden CAG/excise duty issues cropping up and
cartel in glass supply, which is a key raw material. Competitive intensity remains high. Other key concerns are state elections leading to higher
stimulus programmes driving sharp price hikes in the liquor industry, glass inflation (capacity constraints) and high ENA prices.

All price charts cannot be included given the large of number of companies in our coverage. Specific charts may be available upon request
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of the Order (including high net worth companies and unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should
not act or rely on this research report or any of its contents. This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Disclaimer for Canadian Persons

This research report is a product of NWML, which is the employer of the research analysts who have prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not associated persons of any Canadian registered adviser and/or dealer and,
therefore, the analysts are not subject to supervision by a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by NWML only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an Ontario Permitted Client, as specified above, then
the recipient should not act upon this report and should return the report to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

NWML is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain international advisers and/or dealers. Please be advised that (i) NWML is not registered in the Province of Ontario to trade in securities nor is it registered in the Province of Ontario
to provide advice with respect to securities; (ii) NWML's head office or principal place of business is located in India; (iii) all or substantially all of NWML's assets may be situated outside of Canada; (iv) there may be difficulty enforcing legal rights against NWML because of the above; and (v) the name and
address of the NWML's agent for service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Nuvama Investment Advisors Private Limited (NIAPL) (Previously Edelweiss Investment Advisors Private Limited ("EIAPL")) (Co. Reg. No. 201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely
to persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"), sections 25, 27 and 36 of the Financial Advisers
Act, Chapter 110 of Singapore shall not apply to NIAPL when providing any financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact NIAPL in respect of any matter arising from, or in connection with this publication/communication. This
report is not suitable for private investors.

Disclaimer for Hong Kong persons

This report is distributed in Hong Kong by Nuvama Investment Advisors (Hong Kong) Private Limited (NIAHK) (Previously Edelweiss Securities (Hong Kong) Private Limited (ESHK)), a licensed corporation (BOM -874) licensed and regulated by the Hong Kong Securities and Futures Commission (SFC) pursuant to
Section 116(1) of the Securities and Futures Ordinance “SFO”. This report is intended for distribution only to “Professional Investors” as defined in Part I of Schedule 1 to SFO. Any investment or investment activity to which this document relates is only available to professional investor and will be engaged only
with professional investors.” Nothing here is an offer or solicitation of these securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The report also does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of any individual recipients. The Indian Analyst(s) who compile this report is/are not located in Hong Kong and is/are not licensed to carry on regulated activities in Hong Kong and does not / do not hold themselves out as being able to do so.

INVESTMENT IN SECURITIES MARKET ARE SUBJECT TO MARKET RISKS. READ ALL THE RELATED DOCUMENTS CAREFULLY BEFORE INVESTING.
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