RESULT UPDATE

PIDILITE INDUSTRIES

Volumes on recovery road; GST to propel growth

India Equity Research| Consumer Goods

Pidilite Industries’ (PIDI) Q4FY17 consolidated revenue (up 4.9% YoY) and
PAT (down 8.2% YoY) came in line, while EBITDA (up 8.3% YoY) marginally
surpassed estimates. Domestic volume and mix grew 7.8% YoY, reflecting
pick up post demonetisation. Consolidated gross margin plummeted
209bps YoY on raw material cost pressure. PIDI has raised prices in
Q1FY18, which will cushion gross margin. Our optimism in PIDI's
prospects are anchored by: (1) anticipated demand recovery; (2) 18% GST
rate for adhesives compared to 22-24% current rate (~*50% of revenue);
and (3) pick up in international business. Competitive intensity and
slowdown in real estate demand will be key monitorable. Maintain ‘BUY’.

Volumes recover; Price hike to cushion margin

Key highlights: (i) commendable 7.8% YoY domestic volume growth on high base of
~14.0%. The spurt was led by 8.2% growth in Consumer & Bazaar business and 5.2%
growth in Industrial Products. With anticipated recovery, we expect volumes to
improve further; (ii) international business declined 12.2% YoY primarily due to fall in
North and South America sales; (iii) standalone gross margin slipped 80bps YoY, but
EBITDA margin expanded 154bps YoY primarily led by cost rationalisation (other
expenditure contracted 277bps YoY). With PIDI raising prices in Q1FY18, we expect
margin expansion to sustain, albeit at a slower pace.

Q4FY17 conference call: Key takeaways

PIDI is targeting double digit volume growth with 15% value growth in FY18 which
should be achievable. The company continues to face some stress in rural areas. It did
not effect significant price hikes in Q4FY17; however, in Q1FY18 prices of most
products have been raised. All adhesives, irrespective of LUP, will be taxed at 18% in
GST regime, which should bring benefit for PIDI since currently adhesives are taxed at
~22-24%. Unorganised segment in adhesives could be in the 20-30% range.

Outlook and valuations: Strong bond; maintain ‘BUY’

Good performance of acquisitions (Bluecoat, Nina, ICA, etc) and entry in new markets
& adjacent categories will boost growth. PIDI will benefit due to lower tax rate on
adhesives in GST and shift of business from unorganised to organised players. At CMP,
the stock is trading at P/E of 32.9x FY18E. We maintain ‘BUY/SO’ with TP of INR854.

Financials (INRmn)
Year to March Q4FY17 QA4FY16 %change Q3FY17 %change FY17 FY18E FY19E
Net sales 12,954 12,351 4.9 13,344 (2.9) 56,168 63,166 72,473
EBITDA 2,579 2,382 8.3 2,866 (10.0) 12,598 14,319 16,878
Adjusted Profit 1,554 1,692 (8.2) 2,026 (23.3) 8,632 9,792 11,531
Adj Dil. EPS (INR) 3.0 33 (8.2) 4.0 (23.3) 16.8 19.1 225
Dil. P/E (x) 43.9 38.7 32.9
EV/EBITDA (x) 29.5 25.6 213
ROAE (%) 27.7 26.5 26.3
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Consumer Goods

Table 1: Trends at a glance

Q4FY15 QI1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17
Domestic C&B volume growth (% YoY) 3.1 5.0 3.0 11.0 ~14.0 9.0 7.8 (0.7) 7.8
Consolidated
Sales growth (% YoY) 5.3 9.4 5.2 11.4 18.9 6.8 7.5 (0.3) 4.9
Gross margin (%) 46.8 49.1 51.8 51.6 55.3 52.3 53.5 53.2 53.1
EBITDA margin (%) 12.8 23.4 22.8 22.0 19.2 25.1 22.8 21.8 19.9
CBP sales growth (% YoY) 7.7 9.4 8.1 13.6 20.7 9.4 9.4 0.8 7.6
Industrial Products sales growth (% YoY) (1.6) 0.7 (9.1) 3.1 7.5 4.2 5.2 (3.6) 1.2
CBP EBIT margin (%) 15.1 26.8 25.2 25.2 25.2 27.1 23.8 24.1 31.0
Industrial Products EBIT margin (%) 13.4 15.3 14.9 17.5 20.0 18.3 19.0 15.1 16.1
Standalone
Sales growth (% YoY) 6.7 7.6 2.6 8.8 12.2 5.0 4.8 (2.8) 4.3
Gross margin (%) 47.4 49.3 51.4 52.3 54.6 53.5 53.6 53.2 53.8
EBITDA margin (%) 144 25.1 24.1 24.4 20.7 28.2 25.2 24.4 22.4
CBP sales growth (% YoY) 9.7 7.4 5.2 10.8 124 7.6 6.4 (2.0) 7.3
Industrial Products sales growth (% YoY) (1.6) 0.7 (9.1) 3.1 7.5 4.2 5.2 (3.6) 1.2
CBP EBIT margin (%) 17.9 29.9 27.6 29.0 25.8 31.1 27.5 28.6 26.1
Industrial Products EBIT margin (%) 13.4 15.3 14.9 17.5 20.0 18.3 19.0 15.1 16.1

Source: Company, Edelweiss research

Q4FY17 result concall | Key takeaways

Macro outlook, demand and growth

In a challenging quarter, (PIDI) posted volume driven growth. Overall underlying
volume grew 7.8% YoY. This was driven by 8.2% YoY spurt in sales volume and mix of
Consumer & Bazaar products and 5.2% YoY growth in sales volume & mix of Industrial
Products. Growth in all brands was better than in Q3FY17.

Endeavour is to reach historical value growth rate of 15% with double digit volume
spurt.

PIDI is hopeful of a better FY18 than FY17. Q4FY17 showed good improvement and that
decent sales volume traction is continuing in Q1FY18 too. However, complete
wholesale channel stress is not completely over.

The company continues to face some stress in rural areas, where demand has not
picked up as per the company’s expectations. Consumer & Bazaar is the focus area.

PIDI raises prices only once it is convinced that the hike is judicious. In Q4FY17, there
were no significant price hikes. However, some price hikes (mostly on all products)
have been effected in Q1FY18.

Extra 7 credit days offered during demonetisation have been reversed now.

Overall pricing and raw material prices

VAM prices has increased. Prices have moved from USD750 in Dec-Jan to ~USD900 now.
VAM price in Q4FY16 was ~USD900.

Raw material prices increased on account of rise in oil prices and some supply
disruptions.

Excluding VAM, prices rose 15% YoY, but those RM prices have now started to correct.

Acquisition

Edelweiss Securities Limited



Pidilite Industries

e WD-40's start has been better than expectation. Distribution has been expanded pan-
India. This product has multiple usages in segments like craftsmen, households and
industrial. Focus is on educating customers about the product.

Domestic subsidiaries

e  Overall sales of domestic subsidiaries jumped 93% YoY. Excluding ICA-Pidilite, sales
grew 37% YoY.

e  MENA and Percept reported good sales and profit growth.

e [taly’s ICA Pidilite posted EBITDA of INR10Omn.

International business

e Net Q4FY17 sales fell 12% YoY primarily due to decline in sales in North and South
America.

e  North America sales dipped due to slowdown in sales of products for Adult Colouring
segment. This segment had clocked high demand and consumption last year, but has
slowed down in the current year.

e  South America sales declined due to continued economic slowdown and focus on
better margin products / segments. South America subsidiary reported profit despite
decline in sales.

e  Bangladesh, Sri Lanka and Egypt sales grew during the quarter.

e  Egypt reported EBITDA loss despite good growth in sales due to significant depreciation
in currency.

e EBITDA losses in UAE were due to increase in SG&A expenses, which did not result in
commensurate increase in sales. Steps have been taken to cut expenses.
GST

o All adhesives, irrespective of size, fall under the 18% tax rate.

Sealants, coating, art materials in 28% category. Industrial products will be in the 18%
bracket.

Currently, most of the products (adhesives & sealants) pay 12.5% excise and 14.5% VAT.
On a few products VAT rate was marginally lower; however, excise was still 12.5%.

PIDI expects to increase market share riding GST. Unorganised segment in adhesives
could be in the 20-30% range.

Benefit arising on GST tax rate differential will be passed on.

Tax rate and capex

e  PAT declined due to higher tax provision in Q4FY17 compared to Q4FY16. This was due
to expiry of certain tax benefits and adjustment in tax provision based on actual results
of full year.

e The company has initiated manufacturing of adhesives / synthetic elastomer at Dahej
(Dahej PCR project). PIDI is trying to find strategic partner for its PCR project. The
company has fair valued fixed assets (currently included in CWIP) of Dahej PCR. Total

CWIP is INR1,010mn.
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e Normal capex is INR1,500-2,000mn p.a.

e  Estimated tax rate at 30-31%.

Other income & opex
o Bulk of the increase in other income was on account of higher treasury income.

e A&P and promotions expenses were ~INR1,750mn (3.5% on sales). PIDI will maintain
A&P spend on % basis.

Outlook and valuations: Bright prospects; maintain ‘BUY’

We like PIDI as it is a high quality niche consumption play imbued with strong brand equity
in under-penetrated and high-growth categories. The company’s dominant position, vast
reach (~¥3mn outlets) and strong connects with middlemen & consumers act as strong entry
barriers. Domestic demand is currently subdued, but PIDI is confident of growing its top line
going ahead on increasing penetration and product innovation. Despite subdued
environment, the company reported volume growth of 7.8% YoY even on a high base of
~14%, which is commendable. Margins are likely to marginally expand due to pricing power.

Though overall demand environment remains sluggish, PIDI will benefit from urban recovery
(high exposure) and pick up in discretionary spending with GDP growth revival. This will be
further helped by the Seventh Pay Commission payout. Good performance of acquisitions
(Bluecoat, Nina, ICA, etc) and sustainability of healthy growth in core business outweigh
risks from Asian Paints in the water proofing and adhesives space. Also, adhesives already
have many MNC and regional players, thus entry of Asian Paints may not materially alter the
competitive scenario for PIDI. The company will also be one of the key beneficiaries of GST —
rate for adhesives (~50% of sales) is likely to be 18% against current effective indirect tax
rate of 23-24%. Also, conversion from unorganised segment will rise with implementation of
GST, which will also aid volumes. However, we will closely monitor likely slow down in real
estate.

We assign target of 38x FY19E EPS to arrive at target price of INR854. We recommend ‘BUY’
and rate the stock ‘SO’ on relative returns basis.

Chart 1: 1-year forward P/E
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Chart 2: CBP EBIT margin expanded by 513bps YoY
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Chart 3: Industrial products margin contracted by 259bps YoY
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Chart 5: Industrial products sales clocked 1.2% YoY
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Table 2: Consolidated segmental revenues (INR mn)
Year to March - Revenues Q4FY17 Q4FY16 YoY growth Q3FY17 QoQ growth
Consumer & Bazaar Products 11,579 10,764 7.6 12,226 (5.3)
Industrial Products 2,541 2,510 1.2 2,199 15.5
Others 136 92 48.9 131 4.5
Segment results (Profit/(Loss) before tax and interest)
Consumer & Bazaar Products 3,595 2,789 28.9 2,396 50.0
Industrial Products 409 470 (12.8) 333 22.9
Others (18) (25) NM (6) NM
Segment margins
Margin (%)
Consumer & Bazaar Products 31.0 25.9 513 19.6 1,145
Industrial Products 16.1 18.7 (259) 15.1 97
Others (12.8) (26.7) NM (4.6) NM

Source: Company, Edelweiss research
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Table 3: Standalone segmental revenues (INR mn)

Year to March - Revenues Q4FY17 Q4FY16 YoY growth Q3FY17 QoQ growth

Consumer & Bazaar Products 9,924 9,248 7.3 10,277 (3.4)
Industrial Products 2,541 2,510 1.2 2,199 15.5

Others 136 92 48.9 131 4.5

Segment results (Profit/(Loss) before tax and interest)

Consumer & Bazaar Products 2,592 2,334 11.1 2,949 (12.1)
Industrial Products 409 470 (12.8) 333 22.9

Others (18) (25) NM (6) NM

Segment margins
Margin (%)

Consumer & Bazaar Products 26.1 25.2 88 28.7 (258)
Industrial Products 16.1 18.7 (260) 15.1 97
Others (12.8) (26.7) NM (4.6) NM

Source: Company, Edelweiss research

Table 4: Standalone performance

Standalone (INR mn) QA4FY17 Q4FY16 % Change YoY Q3FY17 % Change QoQ
Total sales 11,325 10,860 4.3 11,427 (0.9)
Expenses

Cost of goods sold 5,236 4,934 6.1 5,352 (2.2)
Employee cost 1,246 1,149 8.5 1,299 (4.0)
Other Expenditure 2,301 2,507 (8.2) 1,994 15.4

Total 8,783 8,590 2.3 8,645 1.6

EBITDA 2,541 2,270 12.0 2,782 (8.7)
Depreciation 227 230 (1.4) 227 (0.0)
EBIT 2,315 2,040 135 2,555 (9.4)
Other inc 283 212 33.5 259 8.3

Finance cost 14 15 (5.9) 14 5.1

PBT before extraordinary item 2,583 2,237 15.5 2,801 (7.8)
Exceptional item 943 270 249.4 - NM

PBT before extraordinary item 1,640 1,967 (16.6) 2,801 (41.4)
Tax 930 676 37.5 758 22.6

PAT 710 1,291 (45.0) 2,042 (65.2)
Equity Shares (FV- INR1) 513 513 513

EPS 1.4 2.5 (45.0) 4.0 (65.2)

As % of net sales

COGS 46.2 454 80 46.8 (60)
Employee 11.0 10.6 42 114 (36)
Other expenditure 20.3 23.1 (277) 17.4 287
EBITDA 224 20.9 154 243 (191)
PAT 6.3 11.9 (561) 17.9 (1,160)
Tax Rate 56.7 34.4 2,232 27.1 2,963

Source: Company, Edelweiss research
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Table 5: International business performance (INR mn)
Year to March (INR mn) Q4FY17 Q4FY16 YoY growth

Revenues

North America 390 600 (35.0)
South America 227 264 (14.0)
Middle East & Africa 291 247 17.8

South & South East Asia 354 328 7.9

SAARC 22 23 (4.3)
Total 1,284 1,462 (12.2)
EBITDA

North America (28) 32 (187.5)
South America 8 6 33.3

Middle East & Africa (52) (43) NM
South & South East Asia 27 50 (46.0)
SAARC 37 40 (7.5)
Total (8) 85 (109.4)
Margin (%)

North America (7.2) 53 (1,251)
South America 3.5 2.3 125

Middle East & Africa (17.9) (17.4) NM
South & South East Asia 7.6 15.2 (762)
SAARC 168.2 173.9 (573)
Total (0.6) 5.8 NM

Source: Company, Edelweiss research
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Financial snapshot (INR mn)
Year to March Q4FY17 Q4FY16 % change Q3FY17 % change FY17 FY18E FY19E
Net revenues 12,954 12,351 4.9 13,344 (2.9) 56,168 63,166 72,473
Staff costs 1,613 1,467 9.9 1,653 (2.4) 6,453 7,138 8,045
Cost of goods sold 6,073 5,531 9.8 6,246 (2.8) 26,396 29,581 33,781
Gross profit 6,881 6,819 0.9 7,098 (3.1) 29,772 33,585 38,692
Other expenses 2,690 2,970 (9.4) 2,579 4.3 10,722 12,128 13,770
EBITDA 2,579 2,382 8.3 2,866 (10.0) 12,598 14,319 16,878
Depreciation 296 267 10.9 295 0.3 1,151 1,278 1,434
EBIT 2,283 2,115 7.9 2,571 (11.2) 11,447 13,041 15,444
Other income 286 257 11.3 272 4.9 1,123 1,125 1,226
Interest 48 32 51.7 30 62.0 139 164 180
Add: Prior period items - - - - 1 1
Add: Exceptional items

Profit before tax 2,520 2,340 7.7 2,814 (10.4) 12,430 14,002 16,490
Provision for taxes 971 665 46.0 793 22.5 3,851 4,201 4,947
Minority interest 9 (1) (1,980.0) - (18) 49 57
Associate profit share 14 17 (15.6) 6 147.4 35 38 45
Reported net profit 1,554 1,692 (8.2) 2,026 (23.3) 8,632 9,792 11,531
Adjusted Profit 1,554 1,692 (8.2) 2,026 (23.3) 8,632 9,792 11,531
Diluted shares (mn) 513 513 513 513 513 513
Adjusted Diluted EPS 3.0 3.3 (8.2) 4.0 (23.3) 16.8 19.1 22.5
Diluted P/E (x) 43.9 38.7 32.9
EV/EBITDA (x) 29.5 25.6 21.3
ROAE (%) 27.7 26.5 26.3

As % of net revenues

COGS 46.9 44.8 46.8 47.0 46.8 46.6
Employee cost 12.4 11.9 12.4 11.5 11.3 111
Other expenditure 20.8 24.0 19.3 19.1 19.2 19.0
EBITDA 19.9 19.3 21.5 22.4 22.7 233
EBIT 17.6 17.1 19.3 20.4 20.6 21.3
PBT 19.5 18.9 21.1 22.1 22.2 22.8
Reported net profit 12.1 13.7 15.2 15.3 15.6 16.0
Tax rate 38.5 28.4 28.2 31.0 30.0 30.0

9 Edelweiss Securities Limited
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Company Description

PIDI is the pioneer in consumer and specialties chemicals in India, with diverse product
range that includes adhesives and sealants, construction and paint chemicals, automotive
chemicals, art materials, industrial adhesives, industrial and textile resins and organic
pigments and preparations. Most of its products have been developed through strong in-
house R&D. The company is the market leader in adhesives and sealants, construction
chemicals, hobby colours and polymer emulsions in India. Brand Fevicol has become
synonymous with adhesives to Indian consumers and is ranked amongst the most trusted
brands in the country. Pidilite is also growing its international presence through acquisitions
and setting up manufacturing facilities and sales offices in important regions around the
world. Consumer & bazaar products account for ~81% of the company’s revenue. It includes
various segments like adhesives and sealants, construction chemicals, art materials and
stationery and others like fabric care, automotive and decorative segments. Industrial
specialty accounts for ~19% of the company’s revenue. This segment has lower margins vis-
a-vis consumer and bazaar segment.

Investment Theme

PIDI’s presence in niche, under-penetrated and high growth categories with limited
competition makes it a good play on Indian consumer goods spends. The niche presence
yields high gross margins, high barriers to entry, strong brand equity, mass acceptance and
superior growth opportunities. The company has near monopoly in adhesives and sealants
with Fevicol and M-seal enjoying ~70% market share each in the adhesive and sealants
product categories, respectively. PIDI commands a premium over competitors riding strong
brand resulting a higher entry barrier. The company operates in categories where presence
of large multi nationals is limited, which enables it to outpace small regional players (who
lack financial strength, economies of scale and have poor distribution network and weak
brand image) with aggressive ads and product extensions.

Key Risks

Economic slowdown and competition getting stiffer in some segments.
Rupee depreciation has a bearing on margins as input prices are dollar linked.

Synthetic Elastomer project a drag.

Edelweiss Securities Limited



Financial Statements

Pidilite Industries

Key Assumptions Income statement (INR mn)
Year to March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Macro Net revenue 53,612 56,168 63,166 72,473
GDP(Y-0-Y %) 7.2 6.5 7.1 7.7 Materials costs 25,847 26,396 29,581 33,781
Inflation (Avg) 4.9 4.8 5.0 5.2 Gross profit 27,765 29,772 33,585 38,692
Repo rate (exit rate) 6.8 6.0 5.8 5.8 Employee costs 5,722 6,453 7,138 8,045
USD/INR (Avg) 65.0 67.5 69.0 69.0 Other Expenses 8,777 9,205 10,233 11,596
Company Ad. & sales costs 1,532 1,517 1,895 2,174
Sales growth assumptions EBITDA 11,735 12,598 14,319 16,878
Consumer & Bazaar 8.7 5.3 12.5 15.0 Depreciation 1,005 1,151 1,278 1,434
Adhesive & Sealant 14.4 53 12.5 15.0 EBIT 10,730 11,447 13,041 15,444
Construction Chemicals 3.5 5.3 12.5 15.0 Add: Other income 778 1123 1125 1226
Art Materials and Others (6.0) 5.3 12.5 15.0 Less: Interest Expense 133 139 164 180
Industrial Chemical 0.3 1.8 10.0 12.0  Profit Before Tax 11,376 12,430 14,002 16,490
Industrial Adhesive 4.9 1.8 10.0 12.0  Less: Provision for Tax 3,335 3,851 4,201 4,947
Industrial Resin (11.3) 1.8 10.0 12.0  Less: Minority Interest 1 (18) 49 57
Organic pigments 7.2 1.8 10.0 12.0  Associate profit share 33 35 38 45
International business 60.9 6.7 19.0 19.0 Reported Profit 8,072 8,632 9,791 11,530
Cost assumptions Adjusted Profit 8,072 8,632 9,791 11,530
COGS as % of sales 48.2 47.0 46.8 46.6  Shares o /s (mn) 513 513 513 513
Staff costs (% of rev) 10.7 11.5 11.3 11.1  Adjusted Basic EPS 15.7 16.8 19.1 22.5
A&P as % of sales 2.9 2.7 3.0 3.0 Diluted shares o/s (mn) 513 513 513 513
Financial assumptions Adjusted Diluted EPS 15.7 16.8 19.1 22.5
Tax rate (%) 29.9 31.0 30.0 30.0 Adjusted Cash EPS 17.7 19.1 21.6 253
Capex (INR mn) 2,803 3,499 1,700 1,700  Dividend per share (DPS) 4.2 4.7 5.7 6.7
Debtor days 44 49 48 45  Dividend Payout Ratio(%) 33.9 33.8 36.0 36.0
Inventory days 90 100 95 90 Tax rate (%) 29.3 31.0 30.0 30.0
Payable days 50 54 52 52
Cash conversion cycle 84 95 91 83 Common size metrics
Int rate on debt (%) 18.5 15.5 16.0 16.0 Year to March FY16 FY17 FY18E FY19E
Dep. (% gross block) 6.8 5.3 5.5 5.8  Materials costs 48.2 47.0 46.8 46.6
Dividend payout 28.2 28.2 30.0 30.0 Staff costs 10.7 11.5 11.3 11.1
Yield on cash 7.7 17.0 14.5 10.8  Ad. & sales costs 2.9 2.7 3.0 3.0
Other expenses 16.4 16.4 16.2 16.0
Depreciation 1.9 2.0 2.0 2.0
EBITDA margins 21.9 224 22.7 233
EBIT margins 20.0 20.4 20.6 213
Net Profit margins 15.1 15.3 15.6 16.0
Growth ratios (%)
Year to March FY16 FY17 FY18E FY19E
Revenues 10.8 4.8 12.5 14.7
EBITDA 52.3 7.4 13.7 17.9
PBT 57.9 9.3 12.6 17.8
Adjusted Profit 47.4 6.9 13.4 17.8
EPS 47.3 6.9 13.4 17.8
g
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Balance sheet (INR mn) Cash flow metrics
As on 31st March FY16 FY17 FY18E FY19E  Year to March FY16 FY17 FY18E FY19E
Share capital 513 513 513 513 Operating cash flow 8,645 8,674 10,292 12,493
Reserves & Surplus 27,316 33,027 39,293 46,673 Investing cash flow (4,530) (3,499) (1,700) (1,700)
Shareholders' funds 27,829 33,540 39,806 47,186 Financing cash flow (3,563) (2,925) (3,550) (4,186)
Minority Interest 427 410 458 516 Net cash Flow 552 2,250 5,042 6,607
Short term borrowings 754 616 681 746 Capex (2,803) (3,499) (1,700)  (1,700)
Long term borrowings 94 332 367 402 Dividend paid (2,561) (2,921) (3,525) (4,151)
Total Borrowings 848 948 1,048 1,148
Long Term Liabilities 293 293 293 293  Profitability and efficiency ratios
Def. Tax Liability (net) 670 670 670 670 Year to March FY16 FY17 FY18E FY19E
Sources of funds 30,067 35,860 42,275 49,812  ROAE (%) 31.6 27.7 26.5 26.3
Gross Block 20,886 22,386 24,086 25,786  ROACE (%) 43.9 39.3 37.2 37.0
Net Block 7,793 8,142 8,564 8,830 Inventory Days 90 100 95 90
Capital work in progress 4,001 6,000 6,000 6,000 Debtors Days 44 49 48 45
Intangible Assets 3,519 3,519 3,519 3,519 Payable Days 50 54 52 52
Total Fixed Assets 15,314 17,661 18,083 18,349 Cash Conversion Cycle 84 95 91 83
Non current investments 1,178 1,178 1,178 1,178 Current Ratio 2.5 29 3.4 4.0
Cash and Equivalents 6,631 8,881 13,923 20,530 Adjusted Debt/Equity - - - -
Inventories 6,290 7,203 7,699 8,330 Interest Coverage Ratio 80.9 82.2 79.7 86.0
Sundry Debtors 7,294 7,691 8,455 9,086
Loans & Advances 1,777 1,777 1,777 1,777 Operating ratios
Other Current Assets 566 566 566 566 Year to March FY16 FY17 FY18E FY19E
Current Assets (ex cash) 15,927 17,236 18,497 19,758  Total Asset Turnover 2.0 1.7 1.6 1.6
Trade payable 3,792 3,905 4,214 4,813 Fixed Asset Turnover 5.1 49 5.3 5.9
Other Current Liab 5,191 5,191 5,191 5,191 Equity Turnover 2.1 1.8 1.7 1.6
Total Current Liab 8,983 9,096 9,406 10,004
Net Curr Assets-ex cash 6,944 8,140 9,091 9,754 Valuation parameters
Uses of funds 30,067 35,860 42,275 49,812 Year to March FY16 FY17 FY18E FY19E
BVPS (INR) 54.3 65.4 77.6 92.0  Adj. Diluted EPS (INR) 15.7 16.8 19.1 22.5
Y-o0-Y growth (%) 55.9 6.9 13.4 17.8
Free cash flow (INRmn)  Adjusted Cash EPS (INR) 17.7 19.1 21.6 25.3
Year to March FY16 FY17 FY18E FY19E  Diluted P/E (x) 47.0 43.9 38.7 32.9
Reported Profit 8,072 8,632 9,791 11,530 P/B(x) 13.6 11.3 9.5 8.0
Add : Non cash charge 1,413 1,238 1,452 1,626 EV / Sales (x) 7.0 6.6 5.8 5.0
Add: Depreciation 1,005 1,151 1,278 1,434  EV/EBITDA (x) 31.9 29.5 25.6 21.3
Interest (Net of Tax) 93 96 115 126 Dividend Yield (%) 0.6 0.6 0.8 0.9
Others 315 (10) 60 67
Less: Changes in WC (840)  (1,196) (951) (663)
Operating cash flow 8,645 8,674 10,292 12,493
Less: Capex 2,803 3,499 1,700 1,700
Free Cash Flow 5,842 5,175 8,592 10,793
Peer comparison valuation
Market cap Diluted P/E (X) EV / EBITDA (X) ROAE (%)
Name (USD mn) FY18E FY19E FY18E FY19E FY18E FY19E
Pidilite Industries 5,874 38.7 32.9 25.6 21.3 26.5 26.3
Asian Paints 16,534 45.7 36.8 28.7 22.9 33.0 34.5
Colgate 4,229 40.0 34.6 25.2 21.5 52.6 52.0
Dabur 7,558 33.7 28.8 28.8 243 27.5 27.7
Godrej Consumer 9,396 38.9 31.9 28.0 23.2 24.7 26.0
Source: Edelweiss research
.
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Additional Data

Directors Data

Shri M B Parekh Executive Chairman Shri N K Parekh  Vice Chairman

Shri A B Parekh Promoter/ Whole Time Director/ Executive Director Shri AN Parekh  Promoter/ Whole Time Director/ Executive Director
Vinod Kumar Dasari  Additional Director Bharat Puri Managing Director

Sabyaschi Patnaik Whole Time Director Bansi S Mehta Director

Ranjan Kapur Director Sanjeev Aga Director

Uday Khanna Director Meera Shankar  Director

Auditors - Deloitte Haskins & Sells

*as per last annual report

Top 10 holdings

Perc. Holding Perc. Holding
Genesis Indian Inv Co 5.0 Life Insurance Corp Of India 2.6
Axis Asset Management Co 1.6 Capital Group Companies Inc 1.2
Government Pension Fund - Global 1.1 Norges Bank 1.1
Vanguard Group 0.8 UTl Asset Management Co 0.4
Wasatch Advisors Inc 0.3 FIL 0.3

*as per last available data

Bulk Deals
Data Acquired / Seller B/S Qty Traded Price

No Data Available

*in last one year

Insider Trades

Reporting Data Acquired / Seller B/S Qty Traded
03 Apr 2017 | M Family Trust Buy 2900000.00
03 Apr 2017 Madhukar B. Parekh Sell 2900000.00
24 Mar 2017 Bharat Puri through Tilarda Trading LLP Buy 100000.00
23 Mar 2017 Bharat Puri through Amba Trading LLP Buy 50000.00
23 Mar 2017 Bharat Puri through Tilarda Trading LLP Buy 50000.00

*in last one year
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RATING & INTERPRETATION _

STOCK
RATING

Company Absolute Relative Relative = Company Absolute Relative  Relative
reco reco risk reco reco

Asian Paints BUY SO M Bajaj Corp HOLD SuU

Berger Paints BUY SO Britannia Industries BUY SO

Colgate HOLD SP Dabur BUY SO

Emami BUY Nej GlaxoSmithKline Consumer HOLD Su

Healthcare

Godrej Consumer Hindustan Unilever

ITC Marico

Nestle Ltd Pidilite Industries

United Spirits

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING
Ratings Criteria
Sector Outperformer (SO) Stock return > 1.25 x Sector return
Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe
within the sector

RELATIVE RISK RATING

Ratings Criteria

Low (L) Bottom 1/3rd percentile in the sector
Medium (M) Middle 1/3rd percentile in the sector
High (H) Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING
Ratings Criteria
Overweight (OW) Sector return > 1.25 x Nifty return
Equalweight (EW) Sector return > 0.75 x Nifty return

Sector return < 1.25 x Nifty return

Underweight (UW) Sector return < 0.75 x Nifty return

14 Edelweiss Securities Limited
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Edelweiss Securities Limited, Edelweiss House, off C.S.T. Road, Kalina, Mumbai — 400 098.
Board: (91-22) 4009 4400, Email: research@edelweissfin.com

Aditya Narain
Head of Research

aditya.narain@edelweissfin.com

Coverage group(s) of stocks by primary analyst(s): Consumer Goods

Asian Paints, Bajaj Corp, Berger Paints, Britannia Industries, Colgate, Dabur, Godrej Consumer, Emami, Hindustan Unilever, ITC, Marico, Nestle Ltd, Pidilite
Industries, GlaxoSmithKline Consumer Healthcare, United Spirits

Recent Research

Date Company Title Price (INR) Recos

17-May-17  Hindustan Good recovery; healthy mix of 1,009 Hold
Unilever  volumes and pricing;
Result Update

15-May-17 Colgate Sequential recovery in 994 Hold
Palmolive volumes; success in Naturals
key; Result Update

15-May-17 Nestle India

Growth recipe: Innovations 6,610 Hold
and new launches ;
Result Update
Distribution of Ratings / Market Cap
Edelweiss Research Coverage Universe Rating Interpretation
Buy Hold Reduce Total Rating Expected to
Rating Distribution* 161 67 11 240 Buy appreciate more than 15% over a 12-month period
* 1stocks under review
i 159 12- i
> 50bn Between 10bn and 50 bn <10bn Hold appreciate up to 15% over a 12-month period
Reduce depreciate more than 5% over a 12-month period
Market Cap (INR) 156 62 11

One year price chart
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, 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 Edelweiss Securities Limited 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 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 sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

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

Disclaimer for Canadian Persons

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

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

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

Disclaimer for Singapore Persons

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