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IN HIGH SPIRITS

The market for whisky grew 30.7% in value to Rs1.24 trillion from 201 t©
2016 while the market for rum contracted by 9% 1o Rs19,135 crore.

| Rum | M 20m W2016 Whisky

Volume (min litres)

Value (Rs cr)
21,043.8 94,863.8
19,135.3
Source: GlobalData
https://t.co/ffR14IRCc5
GENIEIN THE BOTTLE
Chart 1: In 21 states, taxes from Chart 2a: Many of India’s alcohol consumers reside
liuor accounted for more than in the country’s eastern and southern edge...
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Chart 3: Alcohol users cite finances, physical health as biggest harms
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1.High regulations

2 International players need to find right domestic partners

3.Limited distribution network

1.Players with primary distillation facilities in their Plants directly

consume molasses, rest all have to purchase Ethanol.

2.As molasses demand arises only from ethanol demand, the demand
supply scenario for ethanol determines the raw material prices for the

IMFL Players.

https://t.co/0IQXGDVTDx

Tax Implication on
Liquor Industry

Alcohol revenues make up to 20% of a state’s
revenue.

In 2017 as per the Kerela State Beverages
Corporation (BEVCO) earned around Rs.600
for every Rs. 100 spent on alcohol. This
example sums up why a government would
actually consider immvesting in alcohol-based
businesses.

For nearly all state governments, liquor
revenues are a cash cow. There are four states
that collected above 320,000 crore in taxes
from the sale of liquor in 2018-19.

As many as 21 states, including several large
states, derived more than 15% of their own tax
revenues from the sale of liquor.

https://t.co/KeLcexU5Bz

1. Low bargaining power of buyers

2.”High price “ is used as a promotional strategy

1. People getting more Health conscious
2 Non-alcoholic drinks like juices are the biggest substitutes

Booze Money
A breakup of State Wise Excise Revenue from Alcohol (2018-19)
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* Data source-State Finances: A Study Of Budgets 201%-20, rbi.org. Disclaimer. For amounts collected as VAT and special fees on import for
foreign liquor, state-wise figures are nol available. Hence revenues accruing from such taxes are not included in the data.
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Stakeholders, Indian Made Foreign Liquor (IMFL)
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Diageo



® Diageo was created through the merger of Grand Metropolitan Public Limited Company (GrandMet)
and Guinness PLC (the Guinness Group) in December 1997.

® Global company with products sold in more than 180 markets around the world.

® Diageo manages a broad range of brands across several categories. It manages eight of the world’s top
twenty premium spirits brands, including Smirnoff, the number one brand by volume and Johnnie
Walker, the number one brand by value

® It serves an outstanding collection of beverage alcohol brands across categories like spirits, wines and

beer.

https://t.co/3FeOa4cYE1

Diageo - Products and

Services

Johnnie Walker,

Crown Royal,

J&B,

Buchanan'’s,

Windsor and Bushmills whiskies,
Smirnoff,

Ciroc and Ketel One vodkas,
Baileys Liquor,

9. Captain Morgan Rum,

10. Jose Cuervo Tequila,

11. Tanqueray Gin and

ol o o o o

12. Guinness Beer

Deal timeline
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Open Market Purchase
of Equity Stake

July 2014

November 2012

Writes off loans to UB
Group

Payout to Mallya on
resignation

2014/15

November 2013
& January 2014

Diageo has 54.78%
equity in USL

Diageo acquires
25% stake in USL

https://t.co/D2TgNiyX8e
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of Control
Nov 2012

Dlageo
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Diminution in value of
assets


https://t.co/D2TqNiyX8e
https://t.co/HBwT818cKY

Spirited Rise Whiskey volumes by
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Synergy

Operational Synergies
e Diageo would get access to wide distribution network of the USL.
e Diageo’s Global expertise would help USL in several areas like portfolio
premiumisation, efficient sourcing.
e USL could gain access to international Markets and premium brands
e Cost savings achieved through operational efficiency
Financial Synergies
e USL’s earnings have been impacted due to high leverage. The
acquisition would result in substantial reduction in interest cost, driving a
strong growth in EPS in the near-term.

https://t.co/aSEXwWT8P8a
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Thee Mew M

Restructure the Board

The current board has just one director from 20013, when

Diageo acguired majority stake in USL. The new Chairman of

USL. MLK. Sharnma. is a respected industry veteran

who alzo chairs the boand of ICICT Bank.

>

Professionalise operations

Anand Kripalu, a well-regarded FMCOG veteran, was named

CED on May 1. 2014 The new management has weeded out

(the company says they chose 1o guit) people considered
close to Mallya like former Execultive Director FLAL

Murali and a host of others down the line.

o

Cut costs

t has divested Nnon-cone assels (like its

operations in Nepal). cut down the number of subsidiaries

from 73 to 22, and lowered debt from
I8.500 crore to T4.700 crore.

<>

Go premium

Comparny is aggressively focusing on a ‘premium brand”
strategy. Last fiscal, it mowved 35 million cases in this

category compared o 33 million cases in the préevious year.

This growth in the premium category. the company saild,

translated into 9 per cent growlh in vabue.

L5

Pack a power punch

As a part of the premiumisation move, the company has
identified 14 power brands behind which it will put marrket-
ing and distribution Muscle (see Power Formula™)

https://t.co/8bORHNI1IMJ

PRODUCT FOCUS

Focus on Prestige and above segments

Fit for purpose in Operating Model

Product Segmentation

Popular segment: This includes entry level
low priced brands that are made in India.
Prestige segment: this is a step above the
Popular segment, predominantly Indian brands
made in India.

Premium segment: this comprises
International brands that are bottled or made in
India

Luxury segment: this comprises International
brands that are bottled in origin and imported to

India

https://t.co/PyOXToDCdb

FOCUS ON PRESTIGE & ABOVE SEGMENT
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Diageo maintained publicly that it became aware of the
diversion only after it started combing through USL’s

accounts after takeover

Wall street Journal in June 2017 , reported that Diageo
executives include the COO ( Ivan Menezes) had seen
a ledger containing the details of payments to various

companies.

Unorthodox payments by USL to various companies which

in turn lent money to Kingfisher

The money was used to settle fuel bills and other

outstanding dues of Kingfisher

https://t.co/[INZCTLrSuJ

When Diageo acquired control of USL in 2012, it
issued a guarantee to Standard Chartered against
Watson Ltd’s ( affiliated with Mallya ) debt to
release USL stock that was to be acquired as part of
the deal.

Diageo pursued enforcement steps against Watson
Ltd for allegedly failing to pay more than $146
million (about Rs 1,020 crore) to the British liquor

firm by June 21

Diageo decided not to pay the remaining funds of the
settlement and also demanded the $ 40 million back
which was paid in 2016 to Mallya citing breach on

certain agreements .

In Feb 2016 , $75 MILLION PAYMENT
Settlement for Fund Diversion and
Mismanagement

Twist in the Tale

2
| DIAGEQ EXECUTIVES ON USL FUND DIVERSION JFFSSeg
$8M  ledeerako AnauditbyDisgeo 1) G
paid to South showed in 2015 found “’ CIR S
India-based | PAYMentsto | diversion of $40m
rummaker | Poiticansin before Mallya sold
Ul | Keystates | hisfirsttranche of
Distilleries thatUSL sharesin2013

operated in
$7M
paid to a bottling company

On Money Trail

Diageo declined to pay nearly half the

$75 M settiement it reached with
Vijay Mallya after buying stake in USL
and is instead seeking to recover dues
from the absconding businessman

The dues include

$135 Mthat
Dlageo had glven to
Standard Chartered
Bank as conditional
guarantee for the
liabilities of
Watson Lid, a
company
affiliated to
Mallya

The British liquor
company is also
seeking Mallya’'s
stake inthe Force
India Formula One
team which was
pledged as security
for Watson
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