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Margins at all time high

INDIA | FMCG | Quarterly Update

Top takeaways from Q4FY16
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Revenue growth (value and volume) was ahead of our/consensus’ expectations;
revenue was driven by strong volume growth, helped by lower Q4FY15 base;

Decorative Coatings segment volumes grew in double digits, Automotive Coatings/
Industrial Liquid Paints/Powder Coatings saw good growth; Home Improvement grew
slower than expected

In international business, Middle East, Bangladesh, Ethiopia registered strong growth
while Nepal and Egypt underperformed

Gross margins were highest in last 40 quarters

Conference call takeaways
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Demand was better in H2 vs. H1FY16; demand to improve with normal monsoons, One
Rank One Pay implementation and seventh pay commission implementation

South Indian markets grew slower than national average

Rural markets account for 50-55% of sales and grew faster than urban markets

Fresh painting (20% of Decoratives sales) was subdued due to construction slowdown
Prices were cut by 2% in end of February 2016

The company continues to focus on network expansion (currently 40000 dealers) and
opening Colour Ideas store (currently 300 Colour Ideas stores)

New product launches include “Royale Matt”, “PGE Advance” and “Tractor Star”
Introduced Adhesives in certain Indian markets; distribution arrangement with Henkel
Adhesives Technologies, Germany to sell Loctite brand of adhesives under a co-branding
initiative; will bear ad expenses solely

“AP Homes” -Multi-category décor store inaugurated in Coimbatore; tied up with other
players for bath fittings, sanitary ware, furnishings, light fittings, etc

Capacity of Rohtak plant has been doubled to 400,000 KL/annum; completed
modernization for Ankleshwar (Gujarat) and Kasna (UP) plants

The company will invest Rs 7bn in capex in FY17 mostly in India and some in Indonesia;
in medium term propose to set up 400,000/600,000 KL/annum plants in Andhra
Pradesh/Karnataka in phases based on demand conditions

Maintain Sell: We have introduced our estimates for FY18 and have cut our estimates for
FY17 by 5% incorporating recent surge in oil prices. However, it is to be noted that margins
are at lifetime highs and may not sustain current levels if crude prices rise higher. Also the
stock is trading at 43x our FY17 earnings vs. 5 year average of 34x one year forward
earnings. We value the stock at 35x FY18 earnings at Rs 850 (Rs 770 earlier) and maintain
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Sell (Maintain)
CMP RS 912 / TARGET RS 850 (-7%)

COMPANY DATA
0/S SHARES (MN) : 959
MARKET CAP (RSBN) : 869
MARKET CAP (USDBN) : 13.1
52 - WK HI/LO (RS) : 925 /693
LIQUIDITY 3M (USDMN) : 13.0
PAR VALUE (RS) : 1
SHARE HOLDING PATTERN, %
Dec15 Sep15 Jun1i15

PROMOTERS : 52.8 52.8 52.8
FIl / NRI : 17.4 17.4 17.0
FI/MF: 9.5 9.5 9.8
NON PRO : 2.3 2.3 2.3
PUBLIC & OTHERS : 18.1 18.1 18.1
Key Financials
Rs mn FY16 FY17E  FY18E
Net Sales 153,308 172,475 199,048
EBIDTA 28,087 31,815 36,755
Net Profit 17,788 20,100 23,322
EPS, Rs 18.5 21.0 24.3
PER, x 49.2 43.5 37.5
EV/EBIDTA, x 311 27.3 23.3
ROE, % 31.7 30.4 30.3
Debt/Equity (%) 5.4 4.6 4.0
CHANGE IN ESTIMATES

__Revised Est. __ __ % Revision__
Rs bn FY17E FY18E FY17E FY18E
Revenue 172,475 199,048  (0.1) -
EBITDA 31,815 36,755 (3.6) -
Core PAT 20,100 23,322 (4.6) -
EPS (Rs) 21.0 243 (4.7) -

Naveen Kulkarni and Jubil Jain

Sell.
(Rs mn) Q4FY16 Q3FY16 qoq Q4FY15 yoy vs. expectations Comments
growth % growth %

Volume growth est. (% yoy) 15 16 4.5 500 bps  Volume growth beat estimates and was helped by a weak
base

Price growth est. (%yoy) -3 -3 1.4 0 bps

Net Sales 39,192 41,030 -4% 34,904 12% 5% Decoratives segment showed double-digit growth

Gross Profits 18,923 19,026 0% 15,485 22% 9%

Gross Margin (%) 48.3 46.4 191 bps 44.4 392 bps 178 bps  GM rose on further fall in oil prices

Staff costs 2,766 2,470 0% 2,164 28% 14%  staff costs higher due to higher incentive payouts, higher
performance payouts

Other operating expenses 9,640 9,121 0% 8,168 18% 10%

EBITDA 7,037 8,006 0% 5,599 26% 6%

EBITDA margin (%) 18.0 19.5 -156 bps 16.0 191 bps 20 bps

PBT 6,476 7,038 0% 5,218 24% 3%

Tax rate (%) 34.80 32.51 228 bps 32.54 225 bps 380 bps

PAT 4,223 4,750 0% 3,520 20% -3%

Adj. PAT 4,088 5,000 0% 3,427 19% -3%
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LU RN QUARTERLY UPDATE

Other highlights:

e In FY16, international markets sales grew by 16.8% to Rs 20.8bn and PBIT
grew 52.5% to Rs 2.3bn (profit growth was higher due to inclusion of
Ethiopia in February 2015)

e In FY16 PPG Asian Paints (PPGAP) sales grew by 3.8% to Rs 10.4bn with PBIT
of Rs 931mn, and Asian Paints PP (APPPG) sales grew 11.6% to Rs 3.2n with
PBIT of Rs 71mn

e In FY16, Sleek registered net Sales of Rs 1.35bn and PBIT Loss of Rs 190mn
and Ess Ess registered net Sales of Rs 1.1bn and PBIT Loss of Rs 302mn

e New state-of-the-art manufacturing facility inaugurated at Sohar in Oman
with an annual capacity of 21,000 KL

One-year forward P/E Band EV/EBITDA
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Source: Company, PhillipCapital India Research Estimates
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY15 FY16 FY17e FY18e Y/E Mar, Rs mn FY15 FYl6e FY17e FY18e
Net sales 140,053 153,308 172,475 199,048 Pre-tax profit 21,320 27,335 30,441 35,311
Growth, % 11.3 9.5 12.5 15.4 Depreciation 2,659 2,879 3,334 3,633
Other income 1,775 2,034 2,339 2,690 Chg in working capital -6,267 6,169 -2,590 1,005
Total income 141,828 155,342 174,814 201,738 Total tax paid -6,574 -8,120 -9,740 -11,299
Raw material expenses -79,715 -82,057 -91,958 -106,614 Other operating activities -7,522 -7,050 -6,502 -7,003
Employee expenses -9,071 -10,178 -11,510 -13,117 Cash flow from operating activities 3,616 21,213 14,942 21,648
Other Operating expenses -30,688 -35,021 -39,532 -45,252 Capital expenditure -3,844 -9,938 -6,998 -4,997
EBITDA (Core) 22,354 28,087 31,815 36,755 Chg in investments -1,642 -5,104 0 0
Growth, % 11.9 25.6 13.3 15.5 Cash flow from investing activities -5,486 -15,042 -6,998 -4,997
Margin, % 16.0 18.3 18.4 18.5 Free cash flow -1,871 6,171 7,944 16,651
Depreciation -2,659 -2,879 -3,334 -3,633 Equity raised/(repaid) 7,031 6,000 6,500 7,000
EBIT 19,695 25,208 28,481 33,122 Dividend (incl. tax) -6,981 -8,489 -10,198 -12,383
Growth, % 12.4 28.0 13.0 16.3 Cash flow from financing activities 1,624 -3,639 -3,698 -5,383
Margin, % 14.1 16.4 16.5 16.6 Net chg in cash -247 2,531 4,246 11,268
Interest paid -348 -405 -275 -275
Other Non-Operating Income 1,697 2,007 2,235 2,464
Non-recurring ltems 276 525 0 0 Valuation Ratios
Pre-tax profit 21,320 27,335 30,441 35,311 FY15 FYl6e FYl7e FY18e
Tax provided -6,495 -8,491 -9,740 -11,299
Profit after tax 14,825 18,843 20,700 24,012 Per Share data
Others (Minorities, Associates) -322 531 -600 -690 EPS (INR) 148 185 210 243
. ! Growth, % 15.8 25.0 13.0 16.0
gf:;t';:f'; 14’1?: 18’2351; 20’113?8 23'1362; Book NAV/share (INR) 49.4 586 689 803
Net Pro’fit (adjusted) 14,227 17,788 20,100 23,322 FDEPS (INR) 148 18> 210 243
Unadj. shares (m) 959 959 959 959 CEPS (INR) 173210 244 281
Wtd avg shares (m) 959 959 959 959 CFPS (INR) 109 269 200 273
DPS (INR) 6.1 7.5 9.0 109
Return ratios
Return on assets (%) 18.1 20.4 19.5 19.5
Balance Sheet Return on equity (%) 300 317 304 303
Y/E Mar, Rs mn FY15 FY16 FY17e FY18e Return on capital employed (%) 30.2 32.7 30.8 30.7
Cash & bank 2,044 4,575 8,821 20,089 Turnover ratios
Debtors 11,799 12,483 14,924 16,705 Asset turnover (x) 4.3 4.2 43 4.6
Inventory 22,585 20,640 24,709 27,868 Sales/Total assets (x) 1.7 1.6 1.6 1.6
Loans & advances 5,771 5,181 5,802 6,498 Sales/Net FA (x) 5.5 5.2 49 5.3
Other current assets 2,486 2,800 3,136 3,513 Working capital/Sales (x) 0.1 0.0 0.0 0.0
Total current assets 44,685 45,678 57,393 74,673 Working capital days 25.0 9.3 13.7 10.1
Investments 15,878 20,982 20,982 20,982 Liquidity ratios
Gross fixed assets 38,664 48,603 55,603 60,603 Current ratio (x) 1.4 1.2 1.4 1.5
Less: Depreciation -14,522 -17,402 -20,738 -24,374 Quick ratio (x) 0.7 0.7 0.8 1.0
Add: Capital WIP 1,960 1,960 1,960 1,960 Interest cover (x) 56.7 62.2 1034 1203
Net fixed assets 26,102 33,162 36,825 38,189 Dividend cover (x) 2.4 2.5 2.3 2.2
Non-current assets 2,458 1,977 1,977 1,977 Total debt/Equity (%) 8.9 5.4 4.6 4.0
Total assets 87,323 99,628 115,006 133,650 Net debt/Equity (%) 4.6 (2.7) (8.7) (22.1)
Current liabilities 33,053 37,203 42,081 49,098 Valuation
Total current liabilities 33,053 37,203 42,081 49,098 PER (x) 615 492 435 375
Non-current liabilities 4,210 3,060 3,060 3,060 Price/Book (x) 184 156 132 114
Total liabilities 37,263 40,263 45,141 52,158 Yield (%) 0.7 0.8 1.0 1.2
Paid-up capital 959 959 959 959 EV/Net sales (x) 6.3 5.7 5.0 43
Reserves & surplus 46,464 55,238 65,138 76,075 EV/EBITDA (x) 392 311 273 233
Shareholders’ equity 50,060 59,364 69,865 81,492 EV/EBIT (x) 445 346 305 259
Total equity & liabilities 87,323 99,627 115,006 133,650

Source: Company, PhillipCapital India Research Estimates
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one
year.

Rating Criteria Definition

BUY >= +15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.

Page | 4 | PHILLIPCAPITAL INDIA RESEARCH




P PhillipCapital

Management
Vineet Bhatnagar (Managing Director) (9122)2483 1919
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Jignesh Shah (Head —Equity Derivatives) (9122)6667 9735
Research
Automobiles IT Services Pharma & Speciality Chem
Dhawal Doshi (9122)6667 9769  Vibhor Singhal (9122)6667 9949  Surya Patra (9122)6667 9768
Nitesh Sharma, CFA (9122)6667 9965 Shyamal Dhruve (9122)6667 9992 Mehul Sheth (9122) 6667 9996
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Preeyam Tolia (9122)6667 9950 Metals Subodh Gupta, CMT (9122)6667 9762
Cement Dhawal Doshi (9122)6667 9769 Production Manager
Vaibhav Agarwal (9122)6667 9967 Yash Doshi (9122)6667 9987 Ganesh Deorukhkar (9122)6667 9966
Economics Midcap Editor
Anjali Verma (9122)6667 9969 Amol Rao (9122)6667 9952 Roshan Sony 9819972726
Engineering, Capital Goods Mid-Caps & Database Manager Sr. Manager —Equities Support
Jonas Bhutta (9122)6667 9759 Deepak Agarwal (9122)6667 9944 Rosie Ferns (9122)6667 9971
Hrishikesh Bhagat (9122)6667 9986 Oil & Gas

Sabri Hazarika (9122)6667 9756
Sales & Distribution Corporate Communications
Ashvin Patil (9122)6667 9991 SalesTrader Zarine Damania (9122)6667 9976
Shubhangi Agrawal (9122)6667 9964 Dilesh Doshi (9122)6667 9747
Kishor Binwal (9122)6667 9989  Suniil Pandit (9122)6667 9745
Bhavin Shah (9122)6667 9974
Ashka Mehta Gulati (9122)6667 9934 Execution
Archan Vyas (9122)6667 9785 Mayur Shah (9122)6667 9945

Contact Information (Regional Member Companies)

SINGAPORE MALAYSIA HONG KONG

Phillip Securities Pte Ltd
250 North Bridge Road, #06-00 RafflesCityTower,
Singapore 179101
Tel : (65) 6533 6001 Fax: (65) 6535 3834
www.phillip.com.sg

JAPAN
Phillip Securities Japan, Ltd
4-2 Nihonbashi Kabutocho, Chuo-ku
Tokyo 103-0026
Tel: (81) 33666 2101 Fax: (81) 3 3664 0141
www.phillip.co.jp

Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3, Megan Avenue I,
No. 12, Jalan Yap Kwan Seng, 50450 Kuala Lumpur
Tel (60) 3 2162 8841 Fax (60) 3 2166 5099
WWW.poems.com.my

INDONESIA
PT Phillip Securities Indonesia
ANZTower Level 23B, JI Jend Sudirman Kav 33A,
Jakarta 10220, Indonesia
Tel (62) 21 5790 0800 Fax: (62) 21 5790 0809
www.phillip.co.id

Phillip Securities (HK) Ltd
11/F United Centre 95 Queensway Hong Kong
Tel (852) 2277 6600 Fax: (852) 2868 5307
www.phillip.com.hk

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd.
No 550 Yan An East Road, OceanTower Unit 2318
Shanghai 200 001
Tel (86) 21 5169 9200 Fax: (86) 21 6351 2940
www.phillip.com.cn

THAILAND
Phillip Securities (Thailand) Public Co. Ltd.
15th Floor, VorawatBuilding, 849 Silom Road,
Silom, Bangrak, Bangkok 10500 Thailand
Tel (66) 2 2268 0999 Fax: (66) 2 2268 0921
www.phillip.co.th

UNITED STATES
Phillip Futures Inc.
141 W Jackson Blvd Ste 3050
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Tel (1) 312 356 9000 Fax: (1) 312 356 9005
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King & Shaxson Capital Ltd.
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Tel (33) 14563 3100 Fax : (33) 14563 6017
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PhillipCapital Australia
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www.phillipcapital.com.au
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Asha Phillip Securities Limited
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3.  The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.

Page | 6 | PHILLIPCAPITAL INDIA RESEARCH



P PhillipCapital

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current.Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors,
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole
responsibility of the recipient.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
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