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Karnataka liquor policy: Positive for industry; slabs revision a
tailwind for P&A brands

. Target Price Reco The Karnataka government announced its new excise policy on 6th March 2026 and
(INR) has recently released the draft document. The revised excise framework marks
UNSP 1,400 Neutral  several changes to Karnataka’s alcohol taxation, including the implementation of an
RDCK 3,850 Buy Alcohol-in-Beverage (AIB) tax system. The policy introduces a standardized excise
UBBL 1650  Neutral rate of INR1,000 per liter of pure alcohol for retail channels across IMFL and beer.

Besides, for IMFL, the policy simplifies the duty structure by consolidating Additional
Excise Duty (AED) slabs from 16 to 8 (link). For beer, the earlier single-layer AED
(200% of declared price) has been replaced with a more calibrated three-slab
structure (link), with slabs introduced across price points.

While the Karnataka market remains dominated by the regular portfolio (~94% of
the mix), it is witnessing strong growth in the premium segment (+30% in FY26),
with the regular segment (-5% in FY26) declining. The new policy for IMFL is likely to
drive MRP reductions of 10-20% for P&A portfolios (link), while lower-priced brands
could see price increases (10-20%) due to slab rationalization, thereby boosting
premiumization in the state. For beer, mild beer is expected to witness price cuts
(~10%), while strong beer could witness price hikes in the range of 5-15% (link).

Karnataka is a key market for IMFL, with its market size ranging between 65m and
70m cases (~15% of the IMFL industry). In terms of companies, the state contributes
7-8% for RDCK, UNSP, and Tilaknagar, while for UBBL, the state contributes ~12%.

The new policy is positive for the industry, with the potential to drive a change
toward premium portfolios. However, given the change in tax slabs, many brands
(particularly regular) are seeing greater competition from entry-level premium
brands due to a narrowing price gap. This may necessitate strategic repositioning
for certain brands (content change, declared price, etc). Within beer, mild beer is a
beneficiary compared to strong beer, which is impacted by price hikes. RDCK
remains our preferred name in the liquor space.

Key highlights for domestic excise policy 2026

B Introduction of AIB: The policy introduces AIB, which measures the specific
volume of alcohol in every liter of liquor, such as Brandy, Whisky, Gin, Rum,
Beer, Wine, Fruit Wine, Fortified Wine, and Low Alcoholic Beverage. This is used
to ensure that stronger drinks are taxed more accurately based on their
potency.

m Consolidation of price slabs for IMFL: The AED is now divided into eight slabs
(vs 16 earlier) based on how much a case of liquor costs.

m Standardized tax rate: For most liquor sold through regular distributors (like
local shops), the government has set a standard excise duty (ED) of INR1,000 for
every one liter of pure alcohol. This applies to spirits like Brandy, Whisky, and
Gin, as well as Beer (bottled).

Naveen Trivedi — Research Analyst (Naveen.Trivedi@motilaloswal.com
Research Analyst: Amey Tiwari (Amey.Tiwari@MotilalOswal.com) | Tanu Jindal (Tanu.Jindal@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.



motlilal
OSwWa

Financial Services

Consumer - Liqour

Prima facie, read-through looks positive for alcobev companies

Karnataka remains a larger market for the regular portfolio. However, the mix is
changing gradually. We believe that the regular segment declined ~5% in
Karnataka, while the premium segment grew ~30% in FY26.

In IMFL, we expect MRP reduction in the range of 10-20% across P&A offerings
in Karnataka.

Lower-priced brands are expected to witness sharp price hikes due to the
consolidation of slabs (10-20% price hikes). However, companies may opt to
reduce alcohol content to maintain pricing and protect market share.

The ED has shifted to a flat rate of INR1,000 per liter of pure alcohol. Previously,
duty was calculated on bulk liters (9 liters per case for IMFL and 7.8 liters for
beer).

This shift means that brands with lower alcohol content (like flavored vodka) or
those that strategically reduce their alcohol strength (from 42.8% to 40%) will
face a lower duty burden.

In case of beer, we believe that the revised policy marks a clear transition from a
price-based taxation regime to a content-based (ABV-linked) framework, which
is more aligned with global practices and is expected to improve rationality and
long-term demand stability in the beer category. We expect mild beer to see
price cuts (~10%), while strong beer may witness price hikes of 5-15%.

Exhibit 1: Premium vs. inexpensive liquor sales across states  Exhibit 2: Revenue contribution from Karnataka
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Karnataka ED changes - IMFL

What has changed in FY27 policy for IMFL?

® Introduction of AIB: The policy introduced AIB, which measures the specific
volume of alcohol in every liter of liquor, such as Brandy, Whisky, Gin, Rum,
Beer, Wine, Fruit Wine, Fortified Wine, Low Alcoholic Beverage, etc. This is to
ensure that stronger drinks are taxed more accurately based on their potency.

m  From FY27 onwards, Karnataka plans to replace the 16-slab system with an
alcohol-content-based taxation regime and reduce slabs to eight, while also
removing government price controls.

m  Shift from bulk liters to pure alcohol-based taxation: Earlier, both ED and AED
were applied to bulk liters. Going forward, these will be applied to pure alcohol
liters (which is ~3.85 liters for a 9 liter-case with ABV of 42.8%, in case of
whiskey). The pure alcohol liter will vary across categories depending on alcohol
content.

m Standardized tax rate: For most liquor sold through regular distributors (like
local shops), the government has set a standard ED of INR1,000 for every one
liter of pure alcohol.

Exhibit 3: IMFL tax slabs - Current vs earlier (INR)

FY25 FY26 FY27
Sr. No. Declared price AED Declared price AED Declared price AED
(per case) (per bulk Ltr) (per case) (per bulk Ltr) (per case) (pure alcohol Ltr)*

1 0- 450 215 0-470 297 0-470 50
2 451 - 500 294 471 -520 367 471 -520 220
3 501 -550 386 521-570 461 521-570 525
4 551-650 523 571-650 553 571 -650 750
5 651 -750 620 651 -750 620 651 -750 850
6 751 -900 770 751 -900 770 751 -1300 1150
7 901 - 1050 870 901 - 1050 870 1301 - 5000 1750
8 1051 - 1300 970 1051 - 1300 970 5001 - Above 3700
9 1301 - 1800 1200 1301 - 1800 1200
10 1801 - 2500 1400 1801 - 2500 1400
11 2501 - 5000 1600 2501 - 5000 1600
12 5001 - 8000 2000 5001 - 8000 2000
13 8001 - 12500 2400 8001 - 12500 2400
14 12501 - 15000 2600 12501 - 15000 2600
15 15001 - 20000 2800 15001 - 20000 2800
16 20001 - Above 3000 20001 - Above 3000

*In FY27, ED would be levied on pure alcohol content, compared to a bulk liter basis in FY26.
Basic ED is INR50/bulk liter in FY25/FY26; in FY27, it is INR1000/pure alcohol liter

Source: Karnataka Excise Department, MOFSL

Our initial read-through indicates that the new policy is more favorable for the P&A
segment compared to the regular segment. We believe the new policy is likely to
drive MRP reductions of 10-20% for P&A portfolios, while lower-priced brands could
see price increases (10-20%) due to slab rationalization, further boosting
premiumization in the state.

22 April 2026 3
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Exhibit 4: An illustration of pricing change in revised policy; according to our analysis, P&A segment brands will witness price cuts

Whiskey Vodka Brandy
Company RDCK RDCK UNSP Tilaknagar RDCK ABD UNSP ABD RDCK UNSP RDCK RDCK Tilaknagar UNSP
Ram.pur 8PM . .
Indian Rampur  Royal Gt Grorel Smirnoff Magic
Single 1943 Challenge . After Dark Iconiq McDowells ., Minty . Magic Moments Morpheus Mansion
. . Imperial . Officer's  Rare Smirnoff No.1
Malt Virasat American Blue White Grand No.1 . Jamun . Moments Jamun X0 House
. . R Blue ) . Choice Blend of X Triple . . . ... Mcdowells
Brands Whisky  Indian Pride . Classic International Luxury . Triple ... Premium Spicymint Blended True Spirit .
! . Superior X X R Special  Scotch . Distilled .. R Indian
Non-Chill  Single Gold Grain Grain Grain Premium Whisky Malts and Distilled Vodka GRAIN Vivid Premium French Braay
Filtered Malt Blend Whisky Whisky Whisky Whisky Indian Flavoured Vodka Flavoured Brandy Brandy
Double Whisky Whisky . Vodka Vodka
Whisky
Cask
Bulk litre (BL) 9 9 9 9 9 9 9 9 9 9 9 9 9 9 9 9
ABV (%) 42.8 42.8 42.8 42.8 42.8 42.8 42.8 42.8 42.8 40.0 40.0 40.0 40.0 40.0 40.0 40.0
Pure alcohol litre 3.9 3.9 3.9 39 39 39 3.9 3.9 3.9 3.6 3.6 3.6 3.6 3.6 3.6 3.6
MRP - Earlier Policy
Declared price per case 51,024 18,757 3,803 1,300 1,300 1,300 1,198 699 650 4,924 4,180 1,799 1,799 2,575 1,300 899
Excise Duty per BL 50 50 50 50 50 50 50 50 50 50 50 50 50 50 50 50
Excise Duty per case 450 450 450 450 450 450 450 450 450 450 450 450 450 450 450 450
Additional Excise Duty (as per slab) 27,000 25,200 14,400 8,730 8,730 8,730 8,730 5,580 4,977 14,400 14,400 10,800 10,800 14,400 8,730 6,930
Landing cost per case 78,474 44,407 18,653 10,480 10,480 10,480 10,378 6,729 6,077 19,774 19,030 13,049 13,049 17,425 10,480 8,279
KSBCL margin (0.6%) 471 266 112 63 63 63 62 40 36 119 114 78 78 105 63 50
Cost to Retailer 78,945 44,673 18,765 10,543 10,543 10,543 10,440 6,769 6,113 19,893 19,144 13,127 13,127 17,530 10,543 8,329
Retailer margin (10%) 7,895 4,467 1,876 1,054 1,054 1,054 1,044 677 611 1,989 1,914 1,313 1,313 1,753 1,054 833
MRP per case 86,840 49,140 20,641 11,597 11,597 11,597 11,484 7,446 6,725 21,882 21,059 14,440 14,440 19,283 11,597 9,162
MRP per bottle 7,237 4,100 1,720 970 970 970 960 620 560 1,825 1,755 1,205 1,205 1,610 970 765
MRP - Revised Policy
Declared price per case 51,024 18,757 3,803 1,300 1,300 1,300 1,198 699 650 4,924 4,180 1,799 1,799 2,575 1,300 899
Excise Duty per pure alcohol Itr 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
EI"CCC';Z:JI‘::V per case on pure 3,852 3,852 3,852 3,852 3,852 3,852 3,852 3,852 3,852 3,600 3,600 3,600 3,600 3,600 3,600 3,600
Additional Excise Duty (as per slab) 14,245 14,245 6,738 4,428 4,428 4,428 4,428 3,273 2,888 6,300 6,300 6,300 6,300 6,300 4,428 4,140
Landing cost per case 69,121 36,854 14,392 9,580 9,580 9,580 9,478 7,824 7,390 14,824 14,080 11,699 11,699 12,475 9,328 8,639
KSBCL margin (0.6%) 415 221 86 57 57 57 57 47 44 89 84 70 70 75 56 52
Cost to Retailer 69,536 37,075 14,479 9,637 9,637 9,637 9,534 7,870 7,434 14,913 14,164 11,769 11,769 12,550 9,383 8,691
Retailer margin (10%) 6,954 3,707 1,448 964 964 964 953 787 743 1,491 1,416 1,177 1,177 1,255 938 869
MRP per case 76,490 40,782 15,927 10,601 10,601 10,601 10,488 8,657 8,177 16,404 15,581 12,946 12,946 13,805 10,322 9,560
MRP per bottle 6,374 3,404 1,327 887 887 887 877 720 681 1,369 1,298 1,080 1,080 1,153 864 800
Change in Price -12% -17% -23% -9% -9% -9% -9% 16% 22% -25% -26% -10% -10% -28% -11% 4%

*12 in a case of 750 ml i.e. 9 bulk liter; Source: KSBCL, MOFSL
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Recent history of Karnataka liquor policy for IMFL

m July 2023 excise hike across IMFL slabs
In July 2023, the 14™ Karnataka budget introduced a ~20% increase in AED
across all 18 IMFL tax slabs. The hike was applied across whisky, rum, brandy,
and other IMFL categories, resulting in retail price increases across segments,
particularly in the mass and prestige segments. The move was part of the
government’s broader strategy to strengthen excise collections, one of the
state’s largest sources of own revenue. The 18-slab structure in Karnataka was
applied mainly to IMFL (whisky, rum, brandy, gin, vodka, etc.) and was based on
the Declared Price (DP) per bulk liter submitted by manufacturers.

m  2024-2025 rationalization and price revisions
Following the July 2023 hike, the state also rationalized the IMFL pricing
structure across slabs, leading to further price adjustments across lower-priced
segments. These revisions particularly affected entry-level IMFL products, which
contribute the bulk of excise revenue for the state. In some cases, cheaper
variants of whisky, rum, and gin saw retail price increases of up to INR10-15 per
bottle, reflecting the cumulative impact of higher duties and revised slab
structures. Effective July 2024, the government rationalized its structure from
18 slabs to 16 to align premium liquor prices with neighboring states and
reduce extreme price distortions. During that time, the premium liquor
contributed just 2-3% of the total excise revenue of Karnataka, while it was
~52% for Telangana.

®  May 2025 duty revision on lower IMFL slabs
In May 2025, Karnataka revised its policy, with the AED now fixed as per slabs
per bulk liter rather than as a % of DP earlier. This also resulted in another excise
increase, impacting lower-priced brands, which represent the largest share of
state liquor sales. The revision raised duties on entry-level IMFL products,
resulting in retail price increases of up to INR15 per bottle in several mass
brands. While the hikes supported higher excise revenue for the state, they also
contributed to some moderation in liquor volumes as consumers adjusted to
higher prices.

22 April 2026 5
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Karnataka ED changes - Beer

What has changed in FY27 policy for Beer?

m  Under the earlier excise regime, beer was subject to a dual tax structure
comprising ED and an AED. The ED was levied at INR12 per bulk liter for beer,
with alcohol content <5% ABV and INR20 per bulk liter for beer with ABV
between >5% and <8%, while AED was charged at 200% of the declared price.

m Inthe revised FY27 policy, the state has undertaken a structural shift toward
alcohol-content-based taxation (AIB framework). The fixed excise duty is now
levied on pure alcohol liters rather than bulk liters, with a standardized rate of
INR1,000 per pure alcohol liter.

m  Forinstance, a standard 7.8-liter case with ~8% ABV translates to ~0.62 alcohol
liter, implying a materially different tax incidence that is directly linked to the
strength of the product rather than its declared price.

m  Additionally, the earlier single-layer AED (200% of declared price) has been
replaced with a more calibrated multi-slab AED structure, wherein three slabs
have been introduced across price points.

Exhibit 5: Beer taxation slabs revised vs earlier (INR)

Category Declared Price Range (INR) Alcohol Content ED / CVD AED / ACVD

Earlier Policy (FY26)

Bottled Beer >300 <5% v/v 12 per BL 200% of DP

Bottled Beer >300 >5% to <8% v/v 20 per BL 200% of DP

Revised Policy (FY27)

Bottled Beer 0-500 AlB-based 1,000 per Ltr (pure alcohol) 800 per Ltr (pure alcohol)
Bottled Beer 501-700 AlB-based 1,000 per Ltr (pure alcohol) 1,400 per Ltr (pure alcohol)
Bottled Beer 701+ AlIB-based 1,000 per Ltr (pure alcohol) 2,700 per Ltr (pure alcohol)

Source: Karnataka Excise Department, MOFSL

We believe that the revised policy marks a clear transition from a price-based taxation
regime to a content-based (ABV-linked) framework, which is more aligned with global
practices and is expected to improve rationality and long-term demand stability in the
beer category. We expect mild beer to witness price cuts (~10%), while strong beer is
likely to witness price hikes (5-15%).

22 April 2026
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Exhibit 6: An illustration of pricing change in the revised policy; according to our analysis, mild beer witnesses price cuts, while

strong beer sees hikes

Company AB Inbev UBBL UBBL UBBL UBBL UBBL
Royal N .
Challenge Kingfisher Ultra Heineken Lager UB Export IS GBS
Brands R Strong Strong Grande
Premium Lager Beer Beer . .
Premium Beer Premium Beer Supreme
Lager Beer
Bulk litre (BL) 7.8 7.8 7.8 7.8 7.8 7.8
ABV 5.0% 5.0% 5.0% 8.0% 8.0% 8.0%
Pure alcohol litre 0.4 0.4 0.4 0.6 0.6 0.6
MRP - Earlier Policy
Declared price per case 319 766 918 533 616 841
Excise Duty per BL 12 12 12 20 20 20
Excise Duty per case 94 94 94 156 156 156
Additional Excise Duty (200% of DP) 637 1,532 1,836 1,066 1,232 1,681
Landing cost per case 1,049 2,392 2,848 1,755 2,004 2,678
KSBCL margin (0.5%) 5 12 14 9 10 13
Cost to Retailer 1,055 2,404 2,862 1,764 2,014 2,691
Retailer margin (10%) 105 240 286 176 201 269
MRP per case 1,160 2,644 3,148 1,940 2,215 2,960
MRP per bottle 100 225 270 165 190 250
MRP - Revised Policy
Declared price per case 319 766 918 533 616 841
Excise Duty per pure alcohol Itr 1,000 1,000 1,000 1,000 1,000 1,000
Excise Duty per case on pure alcohol Itr 390 390 390 624 624 624
Additional Excise Duty (as per slab) 312 1,053 1,053 874 874 1,685
Landing cost per case 1,021 2,209 2,361 2,031 2,114 3,149
KSBCL margin (0.5%) 5 11 12 10 11 16
Cost to Retailer 1,026 2,220 2,373 2,041 2,124 3,165
Retailer margin (10%) 103 222 237 204 212 317
MRP per case 1,128 2,442 2,610 2,245 2,337 3,482
MRP per bottle 97 210 226 190 200 290
Change in Price -3% -7% -17% 15% 5% 16%

*12 in a case of 650 mli.e. 7.8 bulk liter; Source: KSBCL, MOFSL

Recent history of Karnataka liquor policy for beer

m  July 2023 excise hike (Budget FY24): During the 14" state budget (July 2023),
the Karnataka government implemented the first major excise revision after the
change in administration, increasing the AED on beer by 10% to 185% of the
declared manufacturing cost (from 175%). This led to beer prices increasing by
INR10-15 per 650ml bottle in the state. The move was primarily aimed at
boosting excise revenue under the new government.

m  February 2024 saw additional 10% hike in AED: Effective 1% February 2024, the
state implemented another revision in the beer excise framework by raising AED
further to 195% (from 185%) of the declared price (or INR130 per bulk liter,
whichever is higher). This additional 10% hike led to another price hike in beer
by ~INR15 per 650ml bottle.

B January 2025 - shift to alcohol-based taxation: In January 2025, the
government modified the base excise duty structure to an alcohol-content-
based framework. From the earlier flat duty of INR10 per bulk liter, it introduced
two slabs: INR12 per bulk liter for beer with <5% ABV (mild beer) and INR20 per
bulk liter for beer with 5-8% ABV (strong beer). This change effectively increased
the tax burden on strong beer categories, which constitute the majority of beer
consumption in the state, and led to higher retail prices for several brands.

®  May 2025 - another +5% AED revision: Effective 15" May 2025, Karnataka
announced another increase in beer taxation, raising AED to 200% of the
declared price from 195% earlier.

22 April 2026
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Other highlights from the new FY27 policy

Technology and operational reforms

m Licensing simplification: Manufacturing licenses will be auto-renewed, while
label approvals and occasional licenses (CL-5) will be auto-generated through an
online self-declaration mechanism, reducing manual intervention.

m  For beer: The mandatory requirement to display malt and sugar content on beer
labels has been removed.

m  Alcobev tourism: Distilleries and breweries will be permitted to host tasting
sessions and sell products directly to visiting tourists at their premises,
promoting ‘alcobeer tourism’.

®  On-premise retail at facilities: Companies will be allowed to sell products
manufactured at their facilities to tourists, creating an additional revenue
channel and strengthening brand engagement.

B 24-hour operations: Distilleries and breweries will now be allowed to operate
24 hours, improving production flexibility and capacity utilization.

®  Blockchain-based tracking: To curb revenue leakage, the state will replace
physical escorts for liquor dispatches with blockchain-based tracking and geo-
fenced e-lock systems.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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