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Company Description

Davide Campari-Milano Spa is one
of the major players in the
beverage sector with a portfolio of
over 40 premium and super
premium brands, covering three
different business segments: spirits,
wines and soft drinks. Operating in
more than 190 countries, the
company enjoys a leading position
in Italy and Brazil and a strong
presence in the US and Continental
Europe. At the end of 2008 the
tot al net sal es
million, 70.5 % of which was
generated by the spirits segment.
By region, 41.1% of total net sales
come from Italy, with the remaining
percentage divided between Europe
(22.6%) and the  Americas
(31.5%).

Their global presence is comprised
of 13 manufacturing plants, five
wineries, and proprietary
distribution networks in  major
markets. The company is
headquartered in Milan.

Ticker: CPR-MI
Price: € 757 (as of Feb 26™,2010)

Recommendation: BUY
Price Target: €9.99

Earnings/Share

2005A 2006A 2007A 2008A 2009E 2010E 2011E 2012E 2013E
042 041 043 044 047 050 064 0.73 0.83

Highlights

Growth from strong portfolio and prudent acquisition: Group
Campari 6s strategy i s characteri
international, regional and local brands. Over two decades of prudent
acquisitions allowed the Group to build the brand name and to increase
constantly their market share. The strategy can be summarized in the key
concept of GARP (growth at reasonable price).

Margins maintained due to established relationships with
distributors and retailers: The company has relationships with certain
customers and suppliers on a regular basis. Due to this fact, Group
Campari can certainly generate increasing net sales. Effective
management of COGS, allowed the group to maintain stable EBIT and
EBITDA in the last years.

Healthy capital structure and good management: The low Debt-to-
Equity Ratio and prudent acquisitions combined with good management
allowed the Group Campari to maintain a healthy capital structures over
the years. In the year 2009 the debt structure increased dramatically
because of the biggest
permitted them to further increase their market share in the US.

acquisition
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Important disclosures appear at the back of this report
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Business Description

(see Appendix 1)

Campari Group-Milano Spa is a global beverage company, with business lines going back to 1860

when Gaspare Campari developed the bright red aperitif that today bears his name. The company

went public in 2001 and the shares of the parent company, Davide Campari-Milano, where 51% are

held by the family, are |listed on the Iltali9%n Stoc
billion as of February 26th, 2010, presenting a current pri ce aé"2010.7.55 as

Headquartered in Milan, the Group owns thirteen manufacturing plants: four in Italy, two in Brazil,
and the remaining in France, Greece, Scotland, Ukraine, United States, Argentina and Mexico. The
Group boasts five wineries: three in Italy (Sella & Mosca, Teruzzi & Puthod and Enrico Serafino),
one in France (Chateau Lamargue) and the last in China (Catai).

Furthermore, distribution networks are not only present in Europe (Italy, Austria, Germany,
Switzerland, Belgium), but also in the Americas (US, Argentina, Brazil, Mexico) and in Asia (China).
The business has a number of joint ventures, e.g. in the Netherlands and in India, and uses local
distributors in over 180 other countries.
Over time, a series of mergers and acquisitions meant that the industry consolidated and global
groups with wide-ranging portfolios emerged. Group Campari chose to expand through carefully
Campari selected acquisitions designed to enhance both the portfolio and shareholder value. It represents a
o g, balanced selection of segments with varying levels of profitability and its major brands can be
o s divided into three categories: key international brands with worldwide distribution such as Campari,
SKYY Vodka, Cinzano and WildTurkey; key regional brands like Aperol, Cynar, Glen Grant, Ouzo 12,
Cabo Wabo, Mondoro, X-Rated, Riccadonna & Sellamosca and finally, key local brands such as
American Honey in United States; CampariSoda, Crodino, Aperol Soda, Piras, Biancosarti and
Examole Italv Lemonsoda in Italy; Dreher, Ol d Eight and Druryods

Cinzano

Cynar

Aperol

Major mergers and acquisitions that have made the company what it is today and strengthened its

premium brands portfolio are the takeover of SKYY Vodka in 2001, the purchase of Barbero 1891

Spa including Aperol in 2003, the 80% stake in the Brazilian company Cabo Wabo in 2007, and
finally the biggest acquisition in company06s histo
575 million (or U4 433 million at current FX) in or
the US and international premium spirits market.

35.00%

Impactof Acqusitions on growth

15.00% - internal growth

10.00% - m external growth

2002 2003 2004 2005 2006 2007 2008 2009

Source: Company Documents, Students Estimates
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Furthermore, Group Campari boasts distribution agreements all over the world with some of the

main players of the business, e.g. Remy Cointreau, Brown Forman, Fortune Brands, and Mast
Jagermeister.

The Group, which today employs over 2,000 people, has an extensive portfolio that spans three
business segments: spirits, wines and soft drinks.
at the end of 2008 spirits constituted 70.5% of total sales, wines 16.7% and soft drinks 10.9%.

The remaining 1.9%, which grew by 20% in comparison to the previous year, was represented by

sales of raw materials, semi-finished and finished goods to third parties.

Regionally, the Italian market comprises the | arge
a figure of 41.1% in 2008. Looking only at the Americas, the US is the most important market,

accounting for 21.6% in 2008, leaving 8.1% of the market to Brazil. The European market
contributes 22.6%.

As said before, the sector is characterised by strong competitiv eness. According to I m
Premium Spirits Brands by Company; Group Campari occupies the sixth position in the worldwide

ranking, with 0 942.3 million net sales during 20
reached £ 8,090 milion(ori 8494 mil lion at current FX) in net sa

Thanks to strong management, led by Bob Kunze-Concewitz as CEO, the company follows its
ambitious two-pronged growth strategy overseeing a number of brand acquisitions while ensuring

organic growth. Specifically, this means driving faster growth of key international and regional

brands with superior marketing and innovation, while generating steady growth in key local brands

by refreshing them regularly. It is also necessary to develop the Groupdés presence in
markets, where they are lagging behind in comparison to their main competitors. Both forms of

growth are based on rigorous financial discipline that needs to be maintained for possible
reinvestments.

After reviewing the results of the first nine months in 2009, we see net sales driven by strong
organic performance of +2.1% in Q3, positive foreign exchange impact, and growth of +1.5% due
to both the appreciation of USD and the increasing perimeter effects from the acquisition of Wild
Turkey. Despite the tough economic environment, Group Campari was able to increase market
share in the Italian, European and American markets thanks to the performance of key products.
Analysing net sales by segment, spirits stand out with a positive trend of +12.9%, driven by strong
results from Aperol, SKYY Vodka and Campari soda. Wines (-4.0%) and soft drinks (-5.1%)
displayed negative performance because of continuing destocking, particularly in emerging
markets.

Based on the five forces analysis, we can arrive at i mportant observ
value chain.

The beverage sector is highly competitive and consolidated, meaning there is an oligopolistic
market situation. This leads to higher competition with regard to brand design and marketing, since
all companies have similar output and strategies, therefore requiring strong diversification for
success. Group Campari has various innovative marketing strategies using a combination of media,
POS advertising and sponsorships.

Bargain power of suppliers is typically high, especially since the raw materials are commodities due
to retail store consolidation. Group Campari maintains good relationships with its suppliers and
minimises risks with long-term fixed price contracts. Therefore, volatility in prices does not have an
i mpact on the companyé6és number s.

Purchasing power by consumers is moderate to high. However, since the current situation can be
considered a mass market, the brand is vulnerable in the medium and bottom product segments.
Channel demand is also elastic. Risks can be diminished by establishing a sound brand image and
strengthening the entire company portfolio.

Due to high consolidation of the market, new entrances are not as likely and the existing
distribution networks are building capacity barriers. One has to ask what the next step will be for
external growth for the company, which follows expansion at reasonable prices.
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Substitute products, instead, create higher risk for the company if they are not followed up with
innovative marketing and brand design. As seen in the recent economic situation, even the beer
market tends to be substituted for spirits within certain consumer groups.

Looking at the strengths of the company, premium brands stand out, which together with an
increase in cash from operations and solid financial management, have lead to both CAGR
(compound annual growth rate) and a strong presence in mature markets like Italy, Europe and
North America. The experienced management team enhances these strengths by following the two-
pronged strategy of growth.

A small presence in emerging markets as compared to other competitors is considered a weakness,
as is the total lack of products in the gin sector, which on average accounts for 4.6% of total
business. The soda and wine segments display low profitability, resulting in a negative impact on
profit, since Group Campari does not plan any divestments in the near future.

There are opportunities for Group Campari in their strategy of expanding at reasonable prices,
which is very cautious and prudent. Furthermore, possible M&A with other premium products
starting in 2011 (when the debt for the acquisition of Wild Turkey will be partially reabsorbed) can
create value for the company. We can also say that joint ventures based on products and not on
distribution, such as Group Campari recently did with Illy Café, offer growth potential as well as a
steady improvement of the branding.

Market threats which a company like Group Campari has to face consist of strong competition, strict
regulations of the legal drinking age, duties on exports and restrictions on advertising, which in turn
affect profits and sales volume.

The companyds strategy fits perf ec tCampariwontehtrateshe ov e
on premium products like SKYY Vodka and recently acquired Wild Turkey in the US, Aperol in Italy

and Campari in Europe and Latin America, and has a strategically healthy combination of organic

and external growth.

Additionally, with its rigorous financial management they remain flexible for new acquisitions that
occur under favourable conditions (GARP) and strengthen their product portfolio. Main ratios are
Net Debt/EBITDA, which is currently increased due to the acquisition of Wild Turkey and ROL.

Industry Overview and Competitive Positioning
(see Appendix 2)

The beverage sector is highly fragmented by a large number of geographically diversified players
and local companies. The major product categories are beer, spirits, wines and soda. By analysing
Group Campari, our report focuses on the spirits market, worth $ 227 billion in 2009 (CAGR of
2.6%) with 47% of the business coming from Europe and the US, where the US is the most
important market for all international spirits companies. We can also see that the Spirits industry is
globally dominated by Vodka, Whisky and other white spirits.

Due to the recent change in consumer behaviour based on economic developments, today the
sector can be divided into three categories:

- Premium brands i low volume, high quality, high profitability, they improve distribution of
the entire product portfolio through brand recognition;
- Medium brands i often need a high level of investment, though profitability is not always
given, they often dondét receive the same market:i
-  Bottom brands - big volumes, low margin, little or no marketing support and low quality.

Even though European indices dropped in 2009 to the lowest levels since 2005, based on
macroeconomic scenarios, beverages - and spirits in particular - have the drivers necessary to

4



CFA Italy Investment Research Challenge - 26 February 2010
Davide Campari-Milano Spa
Student Research

outperform in 2010. Looking across the competitive landscape of the spirits sector, with a
combined market share of 52.7% it can be said that six of the leaders are the following: Diageo
(UK), Brown Forman (USA), Pernod Ricard, Rémy Cointreau and Belvédéere (France) and Campari
(Italy), which have an average EBIT margin of 24.9% .
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Source: Datastream, Student Analysis

The success of the global players depends on various drivers. The first is the concept of
Premiumisation, which is the most important approach when companies are looking to create value
and necessary brand recognition. This requires companies to concentrate on super or high
premium spirits in order to maintain stable growth, which does not fluctuate with economic crisis.
It can also be described as building brand equity, emotional response, and customer loyalty.
Equally important is the development of good relationships within the value chain: with
distributors, fair partnerships with other institutions, and of course, with consumers.

The second relevant driver is the purchasing power of consumers. The recent economic climate
has highlighted how an increasing unemployment rate directly influences medium and bottom
brand products, since socio-economic classification plays a large role. Consumers can be divided
into two major groups - the wealthier class with more income at their disposal, and those who are
economically more challenged. For the former, there is a strong relationship between consumption
and brand. These consumers typically buy the most advertised and highest premium spirit, not
dissuaded by price, and are prone to purchasing their preferred brand while travelling in an area
where the price point may be higher. For the latter, consumption depends more on budget and is
much more tied to medium and bottom brands.

Another strategy to create value is to take advantage of the dynamics and growth of a growing
middle class in emerging markets. The concept of frade up applies here. All companies try to
expand sales through joint ventures and M&A to generate external growth. Their approach is based
on tentative GARP (growth at reasonable price) and depends on matching the existing portfolio
with cultural and national tastes, which can create entry barriers for foreign companies. South
America, for example, consumes a high amount of whisky and rum, while in Asian markets the
local preference is for sake. Diageo, for instance, entered the Chinese market with Johnnie Walker
and their ROI turned out negative. However, after mixing their whisky with green tea, they
produced a promising product for the Chinese market that provided a positive return on
investment.

The situation for the mature markets is different. In these markets, a few premium brands can
help generate sustainable distribution networks for high volume brands, strengthening sales for the
whole companyés portfolio.
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In addition to the positive drivers, there are also possible risks for the market:

A more restrictive legal environment (with regard to the legal drinking age and advertisement
regulations) and tax increases can have a negative impact on sales. It should be noted that all
categories of alcohol are not treated equally, with regulation mostly dependent on the different
intermediaries and the political system of the country. Their effects can be seen more clearly on
bottom level products, as shown recently in France, the UK and Thailand.

Foreign exchange fluctuationsc an al so i mpact a companyds sales in
common in this industry to use currency swaps in order to prevent risk.

The risk of substitution products is always present, since drinks follow certain trends which can

change over time. The trend of ecological/ethno/health-thinking, which in sociological terms means
awareness of health and being fAgreen, o is not as i
wine but is a factor in some markets such as the US, where it is on the rise. Because it can affect
consumption, it is often discussed in historical beverage companies. Here, we have to think of

products in terms of the same volumes with a change in recipe. Premium products already have a

high level of quality, but certain conventionally-grown ingredients could be substituted with their

organi ¢ equi valents (e.g. wheat) . This wildl i ncrease
discussed as a short-term niche market, usually affecting more of the food sector than spirits since

the distillation process actually removes much of what consumers fear in non-organic products.

Within the beverage sector, this trend is more prevalent with wines, where it is a successful
concept. We also see that in general, the top c¢omg
responsi bl eo p rderlgng anessage isT thak comsmmers should enjoy quality, not

quantity, in an effort to raise awareness of the dangers of excessive consumption without reducing

market share.

Based on the key drivers mentioned above, a successful strategy for the spirits sector focuses on
sustainable organic growth, and is based on an outstanding range of premium drink brands. The
strategy is strengthened by a strong financial discipline and good cash management, always
focused on Net Debt/EBITDA and ROI. A further aspect of having a strong strategy is focusing on
marketing and innovations for better customer relationships and following up on trends. It is also
important that the product portfolio is diversified and consists of global priority brands, as well as
key local priority brands in order to guarantee sound sales numbers.

We can see that the major players are prioritizing top-of-the-line products with a high profit margin
with respect to the rising standards of their customers, and the fact that this segment is less
vulnerable and shows little exposure to economic fluctuations.

As the net sales of the companies are increasing in the latest quarters, we can say that with
destocking coming to an end, a recovery in the Asian market and further growth in the West
European markets, the market should come back to strength in the following years.

Financial Analysis
(see Appendix 3)

Taking into account Campari s prudent strategy, we
main ratios (ROE, ROI, ROA, ROS, Gross Margin, DSO Ratio and ROCE) did not experience drastic
but rather slight changes from year to year. This

competitors with exception of the French company Belvedere Opa, which experienced a drastic
increase of G 435.4 million in current liabilities in 2008A that was caused by matured bonds.
Furthermore, this company experienced a dramatic decline in Owner’s Equity, which fell from
109,7 million in 2007 to G 945million in 2008. This was followed by an unproportional increase in
the Debt-to-Equity ratio and the ROE of this company. We thought it would be more appropriate to
exclude the company from the calculation of the average ratios of the main competitors of
Campari, since its values would lead to distortions. Therefore, we decided to compare Campari’s
average ratios with those of all industry leaders and then with the average ratios of the closest
competitors without Belvedere Opa.
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Going back to the Italian company, we noticed that the ratio which experienced the strongest
variation in percentage terms during the 2-year period 2007-2008 was the Debt-to-Equity Ratio. Its
value in FY 2007 was 94.45%, and dropped to 88.81% in the following year. This was mainly due
to the increase in Owner 's Equity, particularly of the change in reserves.

Earnings

Campar i ales ofr2808A, equal to U 942.3 million, experienced a 1.6% fall with respect to

those of the previous year, where total net sales reached G 957.5 million. This decline was mainly

due to the financial crisis in the US, which had an effect on nearly all world economies. During the

year 2008 external growth showed a negative bal anc
because of the termination of the distribution of 1800 Tequila in the US. Nevertheless, the Grou p 6 s

earnings experienced a 1.1% rise from 2007 to 2008, reaching G 126.7 million in 2008. This was

achieved through a decline of cost of goods sold, particularly by a decrease in costs of raw
materials and finished goods acqui r midioni no000RFi td p
333.4 million in 2008, and through a decrease in taxes, particularly in the deferred income tax.

Outlook

The growth drivers, mentioned before, should be even more prevalent in the Spirits sector, which
has strong operating leverage effect and for which sales, which are most sensitive to the economic
cycle, have stronger growth prospects than for example brewers. All the major competitors in the
market have defensive qualities and very attractive fundamental values, which in combination with
expected higher volumes in premium products give potential for margin growth and worldwide
increasing sales.

Campari first nine months 2009:

11.60 m Soft
m Americas 1.40% % Drinks
13.80 m Wines
H RoW and %
Duty Free .
Spirits
Italy
2% Europe 222 m Others
(excl. Italy) ’
%

Source: First 9M and First Half 09 Company Reports

Using the nine and six mont hs o stimptedithe reeefiue gawth9 as a
of Campari for the fourth quarter. Since the acquisition of Wild Turkey is already incorporated in

the six monthés report we were able to see its imp
way we expect net sales to have an overall increase of 9.98% with respect to the previous year.

On the basis of 2008 our forecast of the compounded average growth rate (CAGR) is around 7%

for the following periods, more precisely till 2014.

We considered COGS to be around 45.5% of revenues as it is the average incidence in the past

and in our opinion it is reasonable that it will be kept at this level in the future. With our
assessments EBITDA margin is stable throughout the years 2009-2014 and amounts to 25% of

revenues on average. The EBIT margin will be sound at a level of 23% of sales. Because of a bond

issue in October 2009 net financial expenses increased dramatically having a strong negative effect

on net income. Due to this, the company 6 s ne't income is imthpfesttwed t o i
forecasted periods at a growth rate lower than in the following years.
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Cash Flow

We adjusted assets and |iabilities considering the
a basis. In this way we were able to see the impact o f Wild Turkey on Campa
statements. From the income statement we gathered additional information needed to calculate

the cash flow. We decided to maintain the working capital at a constant rate of approximately 11%

of sales. Our estimation of the capital expenditure is around 3% of revenues and it will stabilize at

this level throughout the assessed forecast. In the recent years dividends were almost fixed, they

amount ed 1tGivendhatGtis Lnusual that companies change randomly the payout ratios we

assumed that it is going to remain at this level.

Balance Sheet and Financing

Considering thenine and si x monthsdé report we know tthee valu
first three quarters in 2009. By using this information and t he past periods6 ann
estimated end yeaygldisabvialliuteise sf oan da ssshearsehol der sd eq
debt and net fixed assets increased dramatically after the first three quarters. This fact is due to

the acquisition of Wild Turkey, the biggest investment in the history of the company. In order to

pay this acquisition and the intention to pay back a part of the short term debt Campari issued a

bond in October 2009. By doing so it increased the debt to the highest level ever.

Valuation
(see Appendix 4)

Our long-term t ar get p r iiscbasedlon @r DBCEF valuation. Beginning from 2010E we
estimated a steady cash flow increase within a ral
We did not make any assumptions of the exchange r a
in the past it has experienced cash inflows due to favorable exchange rates. In our DCF valuation

model we projected five years of FCF through FY 2014. We estimated that the terminal value will

grow at a constant rate of 1.5% per annum. Furthermore, to calculate the cost of equity we used

the CAPM model. As a risk-free rate of 3.99% which is a BTP issued on the 25" February 2010,

with settlement date March 1%, 2010 and maturity date March 1%, 2020. A market risk premium of

4%, which was taken from equity research reports on Campari, is quite reasonable in the current

situation in our opinion. The unlevered beta is 0.748 (levered 1.069) and we took it from 7homson

One Banker. As a consequence of these assumptions our cost of equity is 8.26%. Our assumption

for cost of debt is estimated according to the latest happenings in the capital structure of the

company and amounts to 7.36%. The latest effective tax rate is 26.49 % (Source: Thomson One

Banker) which is also used in our model. Our discount rate, the WACC for the DCF valuation model

adds up t0 7.97%. Inthisway we arrive t o aantliPwe dwifle this arfRourg@by8 , 7 3 9
the number of shares we arriveatourt ar get price,. which is a4 9.99

Campari- Valuation Sunmary \
Our target price implies upsidpotential of ca. 17.43%

Fair Price (EUR)

DCF 9.99
Public comparables valuation 7.99
¢ NBSG LINAOS 06¢€e0 9.99
/[ dZNNBy i LINAOS 06¢€0 7.57
Upside/(downside) potential 17.43%

Until today Campari has outperformed the FTSE-MIB Italy and the index of its closest competitors.
The index consists of five competitors which are in our opinion the closest to Campari. Moreover,
we believe that the Group will continue its performance also in the medium-long run due to its

8



CFA Italy Investment Research Challenge —

26 February 2010

Davide Campari-Milano Spa

Student Research

good brand portfolio, strong management and prudent strategy. We expect a strong FCF
generation capability, further synergies and even a healthier profitability from the Wild Turkey
acquisition. All these facts should help Campari to increase its performance and drive up its share

price.

350

300

250

200 = —/

ﬂ\ ——FTSEMIB
150 L
, M = |ndustry index

100 W v Campari index
50 -

O n T T T T T T T T

S ¢ & & @ & & & &

& & &S S F S

GG GG GG GERGERS

I I i A A A PGP

Source: Datastream, Student Analysis

MULTIPLES

For our market multiples comparison valuation analysis we have taken the following companies, as
they are considered by us as the closest competitors in terms of company characteristics and
numbers:

Rémy Cointreau - main brands include: Rémy Martin, Cointreau, Piper-Heidsieck, Mount Gay Rum
and Metaxa

Pernod Ricard - mainb r ands i ncl ud e :sCréek Mavane Gup, ChiivacRedalpMartell,
Ballantineks, Malibu, Kahlua, Mumm, Perrier-Jouét, Montana, Absolut Vodka.

Brown Forman - main brands include: Jack Daniels, Fetzer Wines, Jekel Vineyards, Finlandia Vodka,
Don Eduardo Tequilas.

MC P/E EV/EBIT EV/EBITDA EPS

Share Target

price EURbn 2009E 2010E 2009E 2010E 2009E 2010E 2009E 2010E Price
Campari
Group

7.57 2,193 16.14 15.24 12.47 11.41 11.21 10.33 0.47 0.50 7.99
Remy
Cointreau

35.00 1,695 19.89 16.83 15.33 13.58 13.64 12.32 1.76 2.08 30.11
Pernod
Ricard

55.33 14,601 14.52 13.11 14.40 12.92 13.19 11.80 3.81 4.22 55.02
Brown-
Forman
Corp

38.40 19,559 16.99 15.93 9.33 8.47 8.76 8.10 2.26 2.41 48.10
Industry
average 17.13 15.29 13.02 11.66 11.86 10.74
Vs. - - - - - -
Peers 5.82% | 0.36% 4.22% | 2.08% | 5.55% | 3.86%
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Campari is currently trading at 11.21x EV/EBITDA 2009E, at a 5.55% discount to its peers, and at
16.14x P/E 2009E, a 9% discount to the sector. This appears to be unreasonable given its over-
performance in comparison with its closest competitors, or in other words its healthy cash
generation. This indicates that there is enough potential for upward movements and that there
exists a margin of safety. Therefore the price should drive up and our estimated short-term target
priceamounts to U 7. 99.

Investment Risks

The major investment risks can be seen in lack of presence in the gin sector, and in a small
presence of the company in the emerging markets. Further strong competition in the beverage
sector could create difficulties to attract new investors. Strict law regulations on legal drinking age
and quantity of alcohol consumed when driving may lead to a decrease in consumptions of
alcoholic drinks, especially spirits. Maintaining the soda and wine segments, characterised by lower
profitability, may lead to a negative impact on profits and therefore have to be considered as an
impairment of the Group Campari. Finally, duties on exports and restrictions on advertising,
especially in some emerging markets, may affect sales.

Sensitivity analysis

If the cost of capital is 7.50% or higher and the terminal growth rate 400 basis points lower than

the one we estimated by wus the price would be 0 7
traded price. In all other casesthe Campar i 6 s esti mated cash generation
up the current price. If the estimated FCFs will b
by us, which would be the worst case scenario, the target price would be lower than the recently

traded price.

WACC

growth
rate 6.50% 7.00% 7.50% 7.90% 7.97% 8.30% 8.50%
-2.00% 7.98 7.67 7.39 7.19 7.15 7.00 6.92
-1.00% 8.79 8.39 8.04 7.78 7.74 7.55 7.44
0.00% 9.85 9.32 8.85 8.53 8.47 8.23 8.09
0.50% 10.51 9.89 9.35 8.98 8.91 8.64 8.48
1.00% 11.29 10.33 9.92 9.49 9.41 9.10 8.92
1.50% 12.23 11.34 10.59 10.08 9.99 9.63 9.42
2.00% 13.38 12.28 11.38 10.77 10.67 10.24 10.00
2.50% 14.81 13.43 12.33 11.59 11.47 10.96 10.67
3.00% 16.66 14.88 13.49 12.58 12.43 11.81 11.47

Source: Datastream, Student Analysis
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Figure 1: Income Statement

in U thousands

FY2008A | FY2009E | FY2010E | FY2011E | FY2012E | FY2013E | FY2014E
Net Revenues 942,329 | 1,036,373 | 1,088,192 | 1,158,925 | 1,234,255 | 1,320,653 | 1,419,701
EBITDA 214,688 254,939 276,584 293,053 310,579 330,750 353,831
EBITDA margin 22.8% 24.6% 25.4% 25.3% 25.2% 25.0% 24.9%
EBIT 195,387 229,039 250,284 266,553 283,879 303,750 326,531
EBIT margin 20.7% 22.1% 23.0% 23.0% 23.0% 23.0% 23.0%
Net financial income/expense -22,203 -36,600 -47,000 -41,000 -31,000 -18,900 -10,000
Associates & Others -757 0 0 0 0 0 0
Profit before taxes 172,427 192,439 203,284 225,553 252,879 284,850 316,531
Taxes -45,680 -55,807 -58,597 -62,406 -66,462 -71,115 -76,448
Minorities & discounted
operations -199 -400 -400 -400 -400 -400 -400
Net income 126,548 | 136,232 | 144,287 162,747 186,016 | 213,335 | 239,683
EPS 0.44 0.47 0.50 0.56 0.64 0.73 0.83
CAGR 9.98% 7.46% 7.14% 6.98% 6.98% 7.07%
Source: Company Documents, Students Estimates
Figure 2: Balance Sheet
in G thousands
FY2008A FY2009E FY2010E FY2011E FY2012E | FY2013E | FY2014E
Net working capital 142,259 122,259 119,701 127,482 135,768 145,272 156,167
Net fixed assets 1,143,526 1,602,645 1,608,990 | 1,617,258 | 1,627,586 | 1,640,205 | 1,655,496
Capital employed 1,285,785 1,724,904 1,728,692 1,744,740 1,763,354 | 1,785,477 | 1,811,664
Shareholders' equity 952,861 1,058,966 1,171,152 | 1,302,197 1,456,512 | 1,638,147 | 1,846,129
Minorities 2,136 2,536 2,936 3,336 3,736 4,136 4,536
Shareholders' funds 954,997 1,061,102 1,174,088 1,305,533 1,460,248 1,642,283 1,850,665
Net financial debt /(cash) 330,788 663,802 554,604 439,207 303,105 143,194 -39,001

Source: Company Documents, Students Estimates
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Figure 3: Statement of Cash Flows

in U thousands

FY2008A FY2009E FY2010E FY2011E FY2012E FY2013E FY2014E
NFP Beg. Of Period 288,199 330,788 663,802 554,604 439,207 303,105 143,194
Group Net Profit 126,548 136,232 144,287 162,747 186,016 213,335 239,683
Minorities 199 400 400 400 400 400 400
D&A 19,301 25,900 26,300 26,500 26,700 27,000 27,300
Gross Cash Flow 146,048 162,532 170,987 189,647 213,116 240,735 267,383
Change in Working Capital 5,391 20,000 2,558 -7,781 -8,286 -9,504 -10,895
Other changes -3,103
Operating Cash Flow 148,336 182,532 173,545 181,866 204,830 231,232 256,488
CAPEX -48,100 -51,819 -32,646 -34,768 -37,028 -39,620 -42,591
Other Investements -86,574 -433,200 - - - - -
Free Cash Flow 13,662 -302,487 140,899 147,098 167,802 191,612 213,897
Dividends Paid -31,829 -31,701 -31,701 -31,701 -31,701 -31,701 -31,701
Other & Change in
Consolid. Area -30,062 1,174
Change in NFP -48,229 -333,014 109,198 115,397 136,101 159,911 182,196
NFP End of Period 330,788 663,802 554,604 439,207 303,105 143,194 -39,001

Source: Company Documents, Students Estimates
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Appendix 1: Highlights Campari

Sales by region
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Sales by business area
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Year Target Price/Financing  EBITDA
2002  Skyy Vodka O ¢oo8mm 11.7X
Zedda Piras O oys8cgr
Sella & Mosca
2003 Barbero Group(Aperol, Aperol O p1 X8p T
Soda, Mondoro, Barbiere,
Serafino)
2004  Riccadonna O pp8ac -
2005 Teruzzi & Puthod Srl O pg8pu
2006  Old Smuggler, & Braemar O puv - 2.5x
Scotch Wiskey
Glen Grant Opom - 9.2 x
2007  X-Rated brand O ¢y - 9 x
2008 CaboWabo Tequilla O vuv - 11.9x
Destiladora San Nicolas O pt1 - 10 x
Sabia O o081 - 8 x
Odessa O pt8¢ - 7x
2009  Wild Turkey & American O tpx8u 12 x
Honey Brands
Source: Company Documents, Datastream
Change of stock price due to major acquisitions
350
A Glen Grant
300 / 22/12/2005
250 / L
200 —_—
SkyyVodka;
150 13/12/2001 AL
100 - — = ——\
Wild Turkey
— 08/04/2009
50 BarbieriGroup;
1/12/2003
O T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
AT AN ANNNONONITIT T ITOOOO OOOONNMNNNOWOWOOO O D
LLLLLLLLLLLLLLLLLLLLRELLLeLLLeeee
MO AN A NNO AT NO AT NO AT N0 AdSTNO AT NO A O
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Source: Company Documents, Datastream




CFA Italy Investment Research Challenge -
Davide Campari-Milano Spa
Student Research

26 February 2010

SWOT analysis

Premium brands

Growth cash from operations
CAGR

Italy, Europe, North America

Good management

GARP in emerging markets
M&A of premium products
Jointventures based on product

Branding

Low presence in emerging markets
Lack of product in the gin sector

Soda and wine- low profitability segments

Strong competiton
Strict regulation on legal drinking age
Duties on exports

Restrictions on advertising

Source: Company Documents, Student Analysis
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Analysis of five forces by Porter

THREAT OF NEW ENTRY

Supplier Power

SUPPLIER POWER

Source:

New entrances are not
likely and the existing
distribution networks
are building capacity
barriers.

The company follows
expansion at
reasonable prices.

Threat of
New Entr

Competitive
Rivalry

Bargain power of suppliers
is high.

Campari maintains good
relationships with its
suppliers and minimises
risks with long-term fixed
price contracts.

Volatility in prices no impact
on the company

Threat of
substitutio

Company Documents, Students Analysis

BUYER POWER

e  Purchasing power by
consumers is moderate to high.

e The current situation can be
considered a mass market.

e The brand is vulnerable in the
medium and bottom product
segments. Channel demand is
elastic.

e Risks can be diminished by
establishing a sound brand
image and strengthening the

entire company portfolio.

Buyer Power

THREAT OF SUBSTITUTION
e  Substitute products, create

higher risk for the company
if they are not followed up
with innovative marketing
and brand design.

e Even the beer market tends
to be substituted for spirits
within  certain  consumer
groups.
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Appendix 2: Spirits Industry

Geographical breakdown 2008 (value)
‘Africa & Middle

Other- Asia
14%

Others- Eastern

Europe
6% Russia

Brazil
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Source: Business Insights

Spirits Industry by categories

(volumes)
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Source: Business Insights
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Unemployment as a sector driver
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Source: Sector Overview by Societe Generale (November 2009), Student Analysis

Appendix 3: Financial Analysis — 10 key ratios of Campari and 6 ratios of the major competitors
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CAMPARI
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ROl on EBIT bas
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Cash flow from operations ratio
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ROCE
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Major Competitors

m Average all competitors  ® Average without Belvédére = Average Campar

29.3%

21.8%22.0% 20.8%21.0%
17.2%

18.2%

12.3%12.0%

10.6%

ROE on EBIT bas ROI on EBIT bas ROA on EBIT bas ROS on EBIT bas

*Since the value of ROI on EBIT base in the FY 2008 for Belvedere Opa was 502%, the compound average reached the value
of 124% in this year, which has no meaning. Therefore, we did not include it.

Similarly, the Debt-to-Equity Ratio in 2008 including Belvedere Opa equaled 4891%. Thus we decided to exclude it from our
chart.

Source: Company Documents of competitors, Industry Student Analysis
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150%
100% m Average all competitors
0.7x 0.6x
) H Average without Belvédér
50% -
m Average Campar
0,0x*
0% - T

Debtto-total assets Debtto-equity

Source: Company Documents of competitors, Industry Student Analysis

m Average all competitors m Average without Belvédeére

m Average Campar

54.4% 53.3% 56.0%

Gross margin

Source: Company Documents of competitors, Industry Student Analysis

m Average all competitors ® Average without Belvédeére

m Average Campar

26.0% 32.3% 35.0%

= 1 1 =

Cash flow from operations ratic

Source: Company Documents of competitors, Industry Student Analysis
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m Average all competitorsm Average without Belvédérem Average Campar

DSO

Source: Company Documents of competitors, Industry Student Analysis

m Average all competitors m Average without Belvédere m Average Campar

14% 16% 15%
ROCE

Source: Company Documents of competitors, Industry Student Analysis
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Appendix 4: Assumptions and summary for valuation model

Assumptions Sources
Risk free rate 3.99% Reuters
Beta unlevered 0.748 Thomson One Banker
Beta levered 1.092 Thomson One Banker
Market premium 4% Equity Research Reports on Campari
Debt 663,802 Students Estimates
Equity 1,061,102 Students Estimates
Tax rate 26.49% Thomson One Banker
Cost of Debt 7.36% Students Estimates
Cost of Equity 8.36% Students Estimates
WACC 7.97%
Terminal growth rate 1.5%
Number of shares 290,400,000
Proprietary shares 2,294,195
Total outstanding shares 288,105,805

Source: Industry Student Analysis, Datastream, Thomson One Banker
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Disclosures:

Ownership and material conflicts of interest:

The author(s), or a member of their household, of this report [holds/does not hold] a financial interest in the securities of this company.

The author(s), or a member of their household, of this report [knows/does not know] of the existence of any conflicts of interest that might
bias the content or publication of thisreport. [The confl i ct] of interest isé

Receipt of compensation:

Compensation of the author(s) of this report is not based on investment banking revenue.

Position as a officer or director:

The author(s), or a member of their household, does [not] serves as an officer, director or advisory board member of the subject company.
Market making:

The author(s) does [notjact as a mar ket maker in the subject companyds secur
Ratings guide:

Banks rate companies as either a BUY, HOLD or SELL. A BUY rating is given when the security is expected to deliver absolute returns of 15%
orgreater over the next twelve month period, and r ecommends&P 500,t
any other relevant index. A SELL rating is given when the security is expected to deliver negative returns over the next twelve months, while
a HOLD rating implies flat returns over the next twelve months.

Investment Research Challenge and Global Investment Research Challenge Acknowledgement:

[Society Name] Investment Research Challenge as part of the CFA Institute Global Investment Research Challenge is based on the
Investment Research Challenge originally developed by the New York Society of Security Analysts.

Disclaimer:

The information set forth herein has been obtained or derived from sources generally available to the public and believed by the author(s) to
be reliable, but the author(s) does not make any representation or warranty, express or implied, as to its accuracy or completeness. The
information is not intended to be used as the basis of any investment decisions by any person or entity. This information does not constitute
investment advice, nor is it an offer or a solicitation of an offer to buy or sell any security. This report should not be considered to be a
recommendation by any individual affiliated with [ Society Name], CFA Institute or the Global Investment Research Challenge with regard to
this companyds stock.
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