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Sequential volume recovery

Reason for report: Q2FY18 results preview

Paint companies reported muted volume growth in Q1FY18 due to destocking in
the channels during GST transition in Jun’1l7. In Q2FY18, our channel checks
suggest sequential improvement in volumes, albeit not fully recovered as GST
concerns still persist among certain dealers. East and North markets continue to
stage relatively stronger performance while South continues to report low single-
digit volume growth post GST implementation. While the company managements
remain positive about strong growth in Q2FY18, our interactions with dealers
suggest a slower recovery. This could be due to inventory restocking by dealers
post GST implementation while consumer offtakes remain soft. Overall, we
expect decorative paint volumes to post soft sequential improvement in Q2FY18.

Industry leader Asian Paints is expected to post decorative paint volume growth
of 6-7% YoY. We expect relatively strong growth for Berger Paints (9-10% YoY)
and Kansai Nerolac (10-11% YoY) while Akzo Nobel is likely to post 5-6% YoY
growth. Despite aggregate price hikes of ~6% in Feb’l7 and May’l7, value
differential could be lower at ~2% due to deteriorating sales mix. We expect value
growth at 8% for Asian Paints and Akzo Nobel, and a stronger 12-13% for Berger
Paints and Kansai Nerolac. We expect a stronger H2FY18 due to the ongoing
festive season and a lower base given demonetisation.

Raw material prices have largely remained stable in Q2FY18. We expect margins
to either remain stable or improve sequentially for all paint companies in
Q2FY18. On a YoY basis, we expect gross margin contraction of 75-175bps and
EBITDA margin contraction of 35-70bps for all paint companies (except Kansai
Nerolac). We expect Kansai Nerolac to report a sharper YoY decline (gross
margin down 213bps, EBITDA margin down 161bps) due to a higher base in
Q2FY17. We expect modest bottom line growth of 1-5% in Q2FY18 (except Berger
with 11% increase). Pidilite, though not a pure-play paint company, has similar
demand dynamics as the paint sector. We expect Pidilite to post sales growth of
6.5% YoY. EBITDA margin is expected to contract by 114bps (VAM prices are up
25.5% YoY in Q2FY18).

We remain positive on the paints sector with a strong double-digit volume
growth forecast for the next few years. We maintain Kansai Nerolac and Berger
Paints as our top picks.

» Expect sequential improvement in decorative paint volume growth in Q2FY18:
While company managements remain positive of strong growth, our interactions
with dealers suggest a slower recovery. East and North markets continued their
healthy growth while South continues to report low single-digit volume growth.
Overall, our channel checks suggest soft sequential improvement in decorative
volume growth in Q2FY17. Industry leader Asian Paints is likely to post decorative
paints volume growth of 6-7%, slightly impacted by the persistent slowdown in
South. However, we expect healthy volume growth for Berger Paints (9-10%) and
Kansai Nerolac (10-11%) in the decorative segment. We expect Akzo Nobel to post
5-6% decorative volume growth in Q2FY18.

Quarterly estimates

Company Sales EBITDA PAT
(Rs mn) % Chg % Chg % Chg
JAS'17  YoY QoQ JAS'17 YoY QoQ JAS'17 YoY QoQ
Asian Paints (cons) 45,667 7.9 8.0 7,561 6.0 13.6 4,809 1.0 13.2
Berger (cons) 14,239 12.0 4.4 1,952 9.2 5.4 1,243 10.8 10.2
Kansai 12,811 13.0 3.2) 2,058 3.8 0.7) 1,429 2.6 15
Akzo 8,215 8.0 3.8 697 0.3 4.7 439 5.5 11.7
Pidilite (cons) 16,210 6.5 (2.9) 3,184 1.1 (0.8) 2,254 (2.8) (0.5)

JAS’17: Jul-Sep’17; Source: Company data, I-Sec research

Please refer to important disclosures at the end of this report
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Lower than expected value growth differential: All paint companies announced
consecutive price hikes of ~3.0% in Feb'l7 and ~2.8% in May’'17. However, our
channel checks suggest deteriorating sales mix for the quarter as sale of low-value
products grew at a higher pace. This could imply lower than expected value
differential at ~2% in Q2FY18. We expect value growth at 8% for Asian Paints and
Akzo Nobel, and a stronger growth at 12-13% for Berger Paints and Kansai
Nerolac.

Stable raw material price trend: Though raw material prices have inched up on a
YoY basis, they have largely remained stable in Q2FY18. While titanium dioxide
(TiO,) saw a steep rise in the past two quarters, it receded this quarter (down 8%
Qo0Q). Although volatile, crude oil prices are stable sequentially and up low single-
digit on a YoY basis. We expect margins to either remain stable or improve
sequentially for all paint companies in Q2FY18. On a YoY basis, we expect gross
margin contraction of 75-175bps and EBITDA margin contraction of 35-70bps for
all paint companies, except Kansai Nerolac. We expect Kansai Nerolac to report a
sharper YoY decline (gross margin down 213bps, EBITDA margin down 161bps)
due to a higher base in Q2FY17.

Modest earnings growth: We expect the sector to post modest earnings growth
in the range of 1-5% YoY in Q2FY18 (except Berger with 11% increase). We
estimate Pidilite to post PAT decline of 2.8% YoY primarily due to margin
contraction.

Stronger H2FY18 ahead: As against the historical double-digit volume growth in
the sector, volume growth in H1IFY18 has remained tepid due to GST transition.
However, we expect steady pickup in volumes with the ongoing festive demand.
Given the lower base of Q3FY16 due to demonetisation, volume growth is
expected to be strong in H2FY18. We expect paint companies to close FY18 with
high single-digit or low double-digit volume growth.

Table 1: Valuation summary

CMP Target EPS (Rs) PER (x) EV/EBITDA (x)
(Rs) Price Rating FY18E FY19E FY20E | FY18E FY19E FY20E | FY18E FY19E FY20E
Asian Paints (cons) 1,153 1,128 HOLD 21.3 25.8 31.2 54.2 44.7 37.0 33.7 27.9 23.1
Berger (cons) 256 274 ADD 5.0 6.1 7.5 51.7 41.9 34.1 31.6 25.6 211
Kansai 488 475 ADD 10.8 12.8 15.4 45.3 38.1 31.6 30.6 25.6 21.2
Akzo 1,870 1,853 HOLD 53.0 63.3 74.8 35.3 29.5 25.0 233 19.4 16.0
Pidilite (cons) 795 860 ADD 17.6 21.3 25.1 45.0 37.3 31.6 30.7 25.8 22.0
Source: Company data, I-Sec research
Note: We are not changing any reco, target and estimates in this report. We will review each stock individually after the quarterly results.
Table 2: Sales trend comparison
(Rs mn) Q2FY16  Q3FY16 Q4FY16 QIFY17 Q2FY17 Q3FY17 Q4FY17 QI1FY18 | Q2FY18E
Asian Paints (cons) 38,397 42,452 40,538 40,317 42,325 43,540 43,722 42,283 45,667
Berger (cons) 11,797 12,346 11,433 12,461 12,714 12,966 12,364 13,635 14,239
Kansai 10,755 10,698 9,937 11,906 11,338 11,438 10,629 13,241 12,811
Akzo 7,113 7,981 7,114 7,792 7,607 8,130 7,816 7,913 8,215
Pidilite (cons) 13,955 14,205 13,148 16,913 15,220 14,372 14,043 16,693 16,210
Source: Company data, I-Sec research
Table 3: Sales growth trend comparison
(%YoY) Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18E
Asian Paints (cons) 4.0 13.9 12.3 8.9 10.2 2.6 7.9 49 7.9
Berger (cons) 5.7 8.8 8.6 10.6 7.8 5.0 8.1 9.4 12.0
Kansai 5.2 9.1 10.3 7.4 5.4 6.9 7.0 11.2 13.0
Akzo 8.2 8.9 14.4 9.1 6.9 19 9.9 1.6 8.0
Pidilite (cons) 5.2 11.4 18.9 9.1 9.1 1.2 6.8 -1.3 6.5

Source: Company data, I-Sec research
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Table 4: Gross margin trend comparison

(%) Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 = Q2FY18E
Asian Paints (cons) 42.8 434 45.3 47.1 445 44.0 43.7 42.8 43.8
Berger (cons) 40.5 42.4 44.0 44.4 43.9 41.8 42.2 40.6 42.5
Kansai 36.9 375 39.7 40.1 42.7 415 41.3 39.8 40.6
Akzo 43.1 43.1 44.3 44.3 45.2 43.2 43.3 41.4 43.4
Pidilite (cons) 51.5 51.4 55.2 52.3 53.2 53.2 53.1 51.7 50.0

Source: Company data, I-Sec research

Table 5: EBITDA margin trend comparison

(%) Q2FY16 Q3FY16 QA4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 = Q2FY18E
Asian Paints (cons) 17.7 20.5 19.0 22.8 18.9 19.7 18.1 17.4 18.4
Berger (cons) 14.3 17.2 151 17.4 15.6 15.6 145 14.8 15.2
Kansai 16.4 14.7 15.5 17.8 19.8 18.0 17.4 17.7 18.2
Akzo 8.9 11.9 13.7 13.9 10.1 14.2 11.0 9.3 9.4
Pidilite (cons) 22.4 21.6 19.3 25.1 22.3 21.5 19.9 21.0 21.2

Source: Company data, I-Sec research

Table 6: Raw material price trend comparison

(Rs mn) Q2FY16  Q3FY16  Q4FY16  QIFY17  Q2FY17  Q3FY17  Q4FY17  QIFY18 _ Q2FY18E
Crude Oil (US$/bbl) 46.9 423 336 456 45.0 493 52.0 482 481
% YoY -51.9 -42.3 -31.2 -21.2 -3.9 16.4 545 5.8 6.7
Crude Oil (Rs/bbl) 3,041 2,786 2,268 3,050 3,015 3,321 3,480 3,112 3,091
% YoY -48.5 -38.6 -25.5 -16.9 0.8 19.2 53.4 2.0 2.5
TiO2 (Rs/kg) 215.55 214.19 208.39 214.80 218.70 222.22 235.61 271.92 249.29
% YoY -10.0 75 -4.8 0.5 1.5 3.7 13.1 26.6 14.0
VAM (US$/mt) 1,241 1,238 1,208 1,206 1,079 1,001 1,091 1,281 1,354
% YoY -29.8 -20.2 2.0 -5.2 -13.0 -19.2 9.7 6.2 255

Source: Bloomberg, I-Sec research

Table 7: PAT trend comparison

(Rs mn) Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 | Q2FY18E
Asian Paints (cons) 4,037 5,215 4,187 5,331 4,759 4,662 4,587 4,249 4,809
Berger (cons) 893 1,114 920 1,203 1,123 1,001 1,055 1,129 1,243
Kansai 983 861 840 1,265 1,393 1,240 1,162 1,408 1,429
Akzo 351 610 615 643 416 686 688 393 439
Pidilite (cons) 2,040 1,988 1,687 2,700 2,318 2,024 1,569 2,265 2,254

Source: Company data, I-Sec research

Table 8: PAT growth trend comparison

(%YoY) Q2FY16 Q3FY16 Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 = Q2FY18E
Asian Paints (cons) 14.9 40.1 19.0 175 17.9 -10.6 9.5 -20.3 1.0
Berger (cons) 32.7 34.8 59.7 54.5 25.7 -2.0 14.7 -6.1 10.8
Kansai 33.0 28.6 33.2 32.9 41.8 44.0 38.3 11.3 2.6
Akzo 14.6 5.2 17.8 375 18.5 125 11.8 -38.9 5.5
Pidilite (cons) 38.9 48.2 82.9 16.1 13.6 1.8 -7.0 -16.1 -2.8

Source: Company data, I-Sec research

Table 9: I-Sec vs consensus Q2FY18 estimates

Sales EBITDA PAT
I-Sec  Consensus % Diff. I-Sec Consensus % Diff. I-Sec  Consensus % Diff.
Asian Paints (cons) 45,667 43,926 4.0 7,561 8,036 -5.9 4,809 5,308 -9.4
Berger (cons) 14,239 13,498 5.5 1,952 2,078 -6.1 1,243 1,218 2.1
Kansai 12,811 12,579 1.8 2,058 NA NA 1,429 1,558 -8.3
Akzo 8,215 8,387 -2.1 697 NA NA 439 479 -8.4
Pidilite (cons) 16,210 16,000 1.3 3,184 3,653 -12.8 2,254 2,795 -19.4

Source: Bloomberg, I-Sec research




Paints ICICI Securities

Table 10: Raw material prices

Raw Material Q2FY18 change (%YoY) Q2FY18 change (%Qo0Q)
Titanium Oxide 14.0 -8.3

Crude Oil (INR) 25 -0.6

Crude Oil (USD) 6.7 -0.3

Vinyl Acetate Monomer 25.5 5.8
Turpentine Oil -9.9 -6.6
Polyacetals & Epoxy* 4.3 0.6

PVC Plastic -10.5 -10.9

Tin 5.9 2.7

Source: Bloomberg, I-Sec research
* Reflects price change till Aug'17-end
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Chart 2: Titanium dioxide (TiO;) price movement

Source: Bloomberg, I-Sec research

Key raw material price movement

Chart 1: Crude oil price movement

Paints
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Asian Paints (HOLD)
(QoQ chg: 4.0%; YTD chg: 29.4%)

Price chart ] ) o
L300 Financial highlights
1:200 Consolidated (Rs mn) Q2FY18E Q2FY17 % YoY Q1FY18 % Qo0Q
1,100 Net revenues 45,667 42,325 7.9 42,283 8.0
1,000
& 900 Raw materials 23,108 20,876 10.7 21,812 5.9
& 800 % of sales* 56.2 55.5 75 bps 57.2 -95 bps
700 Excise duty 4,567 4,691 2.7) 4,130 10.6
600 % of gross sales 10.0 11.2 -120 bps 9.8 23 bps
500 Employee costs 3,017 2,794 8.0 2,862 54
400 +———+—+—+— % of sales* 7.3 7.4 -8 bps 7.5 -16 bps
S 29882858 Other expenditure 7,415 6,834 8.5 6,825 8.7
5 5 8 & 8 5 © % of sales* 18.0 18.2 -12 bps 17.9 15 bps
c<o<<0Oo<O Total expenditure 38,106 35,195 8.3 35,629 7.0
EBITDA 7,561 7,130 6.0 6,654 13.6
EBITDA margin (%) 18.4 18.9 -55 bps 17.4 96 bps
Other income 839 791 6.0 783 7.1
PBDIT 8,400 7,921 6.0 7,437 12.9
Depreciation 911 844 8.0 905 0.6
PBIT 7,489 7,078 5.8 6,532 14.6
Interest 75 60 24.2 80 (5.8)
PBT 7,414 7,017 5.6 6,452 14.9
Tax 2,446 2,207 10.8 2,160 13.2
% of PBT 33 31 4.9 33 (1.4)
PAT before associates & Ml 4,967 4,810 33 4,292 15.7
Share of profit from associates 115 138 (16.5) 90 27.5
Minority interest 273 188 45.0 133 104.7
Extraordinary - - - 25 (100.0)
Reported PAT 4,809 4,759 1.0 4,274 12.5
Adjusted PAT 4,809 4,759 1.0 4,249 13.2
EPS (Rs) 5.0 5.0 1.0 4.4 13.2
Source: Company data, I-Sec research
*Costs as a percentage of sales net of excise duty
o We expect topline to grow by 7.9% driven by decorative paints volume growth of
6-7%.
o EBITDA margin is expected to go down by 55bps YoY driven by gross margin
contraction of 75bps YoY due to raw material price increase.
e Adjusted PAT is expected to increase by 1.0% YoY driven by sales growth,
partially offset by margin contraction.
Chart 7: Sales trend Chart 8: Margins trend
C—3Sales (Rs mn) e=fll==Sales Growth (%) C—3Gross Margin (%)  ==ill==EBITDA Margin (%)
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Berger Paints (ADD)
(QoQ chg: 4.9%; YTD chg: 21.7%)
Price chart ] ) o
%00 Financial highlights
Consolidated (Rs mn) Q2FY18E Q2FY17 % YoY Q1FY18 % QoQ
250 Net revenues 14,239 12,714 12.0 13,635 4.4
g 200 Raw materials 7,376 6,435 14.6 7,409 (0.5)
= 150 % of sales* 58 56 141 bps 59 -188 bps
Employee costs 834 758 10.0 838 (0.5)
100 % of sales* 6.5 6.6 -11 bps 6.7 -22 bps
50 ——t—t+—+—+ Excise duty 1,419 1,248 13.7 1,164 21.9
S99 NN % of gross sales 10 10 15 bps 9 146 bps
5 58 5% 5 B Other expenditure 2,659 2,485 7.0 2,373 12.0
© <0 <00 % of sales* 21 22 -93 bps 19 171 bps
Total expenditure 12,287 10,926 125 11,784 4.3
EBITDA 1,952 1,788 9.2 1,851 54
EBITDA margin (%) 15.2 15.6 -37 bps 14.8 38 bps
Other income 202 184 10.0 135 49.6
PBDIT 2,153 1,971 9.2 1,986 8.4
Depreciation 295 273 8.2 305 3.1)
PBIT 1,858 1,699 9.4 1,682 10.5
Interest 40 51 (20.9) 28 43.4
PBT 1,818 1,648 10.3 1,654 10.0
Tax 600 730 17.7) 556 8.0
% of PBT 33 44 -1126 bps 34 -61 bps
Extraordinary - 442 -
PAT 1,218 1,361 (10.5) 1,098 11.0
Share in associates 25 27 (8.1) 31 (19.4)
Reported PAT 1,243 1,388 (10.4) 1,129 10.2
Adjusted PAT 1,243 1,123 10.8 1,129 10.2
Adjusted EPS (Rs) 1.3 1.2 10.8 1.2 10.2

Source: Company data, I-Sec research

*Costs as a percentage of sales net of excise duty

Chart 9: Sales trend

We expect topline to grow by 12.0% YoY driven by 9-10% decorative paints

volume growth.

EBITDA margin is expected to be down 37bps YoY driven by gross margin
contraction of 141bps YoY due to raw material price increase.

Adjusted PAT after minority interest is likely to be up 10.8% YoY.

Chart 10: Margins trend
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Kansai Nerolac (ADD)
(QoQ chg: 9.2%; YTD chg: 53.0%)
Financial highlights
Price chart Standalone (Rs mn) Q2FY18E Q2FY17 % YoY Q1FY18 % QoQ
600 T Net revenues 12,811 11,338 13.0 13,241 3.2)
500 Raw materials 6,726 5,739 17.2 7,069 (4.9)
400 + % of sales* 59 57 213 bps 60 -83 bps
T 300 4 Employee costs 554 495 12.0 532 4.2
£ % of sales* 4.9 4.9 -4 bps 45 36 bps
200 A Excise Duty 1,488 1,317 13.0 1,504 (1.1)
100 + % of gross sales 11 11 -9 bps 10 16 bps
0 . Other expenditure 1,985 1,805 10.0 2,063 (3.8)
O © © M~ I~ % of sales* 18 18 -48 bps 18 -4 bps
ZTLIELE LB Total expenditure 10,753 9,355 14.9 11,168 3.7)
6&06&0626
EBITDA 2,058 1,983 3.8 2,073 (0.7)
EBITDA margin (%) 18.2 19.8 -161 bps 17.7 51 bps
Other income 250 294 (14.9) 199 25.8
PBDIT 2,308 2,277 1.4 2,272 1.6
Depreciation 175 172 2.0 181 (3.0)
PBIT 2,133 2,105 13 2,091 2.0
Interest - - NA - NA
PBT 2,133 2,105 1.3 2,091 2.0
Tax 704 712 (1.1) 683 3.1
% of PBT 33 34 -81 bps 33 34 bps
PAT 1,429 1,393 2.6 1,408 1.5
Extraordinary items - - -
Reported PAT 1,429 1,393 2.6 1,408 1.5
Adjusted PAT 1,429 1,393 2.6 1,408 1.5
EPS (Rs) 2.7 2.6 2.6 2.6 15

Source: Company data, I-Sec research
*Costs as a percentage of sales net of excise duty

e We expect topline to grow by 13.0% driven by 10-11% decorative paints volume
growth.

e EBITDA margin is expected to decline by 161bps YoY driven by gross margin
contraction of 213bps YoY. The decline is mainly attributable to a higher base in
Q2FY17, which witnessed peak margins due to raw material price benefit.

o PAT is likely to rise 2.6% YoY, impacted by the expected margin contraction.

Chart 11: Sales trend Chart 12: Margins trend
C—3Sales (Rsmn) e=fil==Sales Growth (%) 1 Gross Margin (%) — === EBITDA Margin (%)
14,000 T 130 140 44.0 1 - 250
12,000 u 12.0 43.0 1
ST e 420 1,0, . 18.0 174 17.7 182 559
10,000 + - 10.0 410 +
40.0 +
8,000 + - 8.0 390 1 [ 15.0
6,000 + [ L 6.0 38.0 + i
370 1 10.0
4,000 + - 4.0 36.0 1+
i i 35.0 1 - 5.0
2,000 2.0 210 1
0 . 0.0 33.0 . . . . . . . . 0.0
[{ [{e] (o] N~ ~ N~ N~ © w © © © N~ N~ N~ N~ [o0) (11|
— — — — Al — — — [eo) — — — — — — — — o0
> > > > > > > > g > > > > > > > > g
[ L LL LL [ L LL LL > LL L [ L L LL LL LL >
N ™ < — N ™ < — [T N ™ < — N ™ < — LL
© o o o o o O o g © ¢ o o o o O o g

Source: Company data, I-Sec research




Paints ICICI Securities
Akzo Nobel (HOLD)
(QoQ chg: 1.0%; YTD chg: 33.4%)
Financial highlights
Price chart Standalone (Rs mn) Q2FY18E Q2FY17 % YoY Q1FY18 % QoQ
2,200 T Net revenues 8,215 7,607 8.0 7,913 3.8
2,000 +
1,800 + Raw materials 4,189 3,770 11.1 4,188 0.0
1,600 + % of sales* 56.6 54.8 176 bps 58.6 -200 bps
21400 + Employee costs 725 671 8.0 701 35
€0 ! % of sales* 9.8 9.8 3 bps 9.8 -1 bps
1000 4+ Excise Duty 812 732 10.9 764 6.3
'800 1 % of gross sales 10.0 9.7 26 bps 9.7 25 bps
600 A Other expenditure 1,792 1,740 3.0 1,594 12.4
9w 9NN % of sales* 24.2 25.3 -110 bps 22.3 190 bps
5 58 58 5 8 Total expenditure 7,518 6,913 8.8 7,247 3.7
O<O0<O0 <O
EBITDA 697 694 0.3 666 4.7
EBITDA margin (%) 9.4 10.1 -69 bps 9.3 10 bps
Other income 116 115 1.0 68 71.1
PBDIT 813 809 0.4 733 10.8
Depreciation 145 134 8.0 147 1.2)
PBIT 668 675 (1.2) 587 13.8
Interest 3 4 (28.6) 5 (33.3)
PBT 665 671 (0.9) 582 14.2
Tax 226 255 (11.3) 189 19.3
% of PBT 34.0 38.0 -399 bps 325 146 bps
PAT 439 416 5.5 393 11.7
Minority interest - - -
PAT after Ml 439 416 5.5 393 11.7
Extraordinary items - - 20
Reported PAT 439 416 5.5 413 6.3
EPS (Rs) 9.4 8.9 5.5 8.8 6.3
Source: Company data, I-Sec research
*Costs as a percentage of sales net of excise duty
e We expect topline to grow by 8.0% driven by 5-6% volume growth.
e EBITDA margin is expected to shrink by 69bps YoY due to gross margin
contraction of 176bps YoY.
o PAT after minority interest is expected to be up 5.5% YoY.
Chart 13: Sales trend Chart 14: Margins trend
C—3Sales (Rs mn) e=ll==Sales Growth (%) C—2Gross Margin (%)  ==ill==EBITDA Margin (%)
8,400 T 14.4 16.0 46.0 13.7 13.9 14.2 16.0
8,000 T+
7800 1 12.0 240 12.0
7,600 10.0 43.0 10.0
7,400 T+ 8.0 8.0
7,200 6.0 42.0 6.0
;'ggg 40 41.0 40
6,600 | 2.0 40.0 2.0
6,400 0.0 39.0 0.0
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Paints ICICI Securities
Pidilite (ADD)
(QoQ chg: -3.1%; YTD chg: 34.7%)
Financial highlights
Price chart (Rs mn) Q2FY18E Q2FY17 % YoY Q1FY18 % Q0Q
500 Net revenues 16,210 15,220 6.5 16,693 2.9
T EBITDA 3,184 3,151 11 3,210 0.8
800 1 EBITDA margin (%) 21.2 22.3 -114 bps 21.0 21 bps
700 - Depreciation and amortisation (310) (303) 2.3 (313) -0.8
600 1 EBIT 2,874 2,848 0.9 2,897 0.8
& 500 1 EBIT Margin (%) 19.1 20.2 -106 bps 18.9 19 bps
400 1 Net Interest expenses 0 (38) -100.0 37) -100.0
300 Other NO income, net 340 324 5.0 432 -21.3
200 Earnings before tax 3,214 3,209 0.2 3,292 -2.4
100 F—H——t—+—— Income taxes (964) (912) 5.8 (1,033) 6.6
ST YT Income tax as % of PBT 30.0 28.4 159 bps 31.4 -136 bps
8 8 %8 %6 Profits in associate 4 9 -57.4 5 -24.5
Earnings after tax 2,254 2,307 -2.3 2,265 -0.5
Non-recurring items 0.0 0.0 n.m. 0.0 n.m.
Net income (loss), adjusted 2,254 2,318 -2.8 2,265 -0.5
Net Margin (%) 15.0 16.4 -143 bps 14.8 19 bps
Shares outstanding 512.7 512.7 512.7
EPS 4.40 4.52 -2.8 4.42 -0.5
Source: Company data, I-Sec research
e We expect topline to grow by 6.5% YoY.
e However, due to contraction in margin by 114bps YoY as raw material costs
increase, EBITDA is expected to be up 1.1% YoY.
o PAT is expected to decline marginally by 2.8% YoY.
Chart 15: Sales trend Chart 16: Margins trend
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Paints ICICI Securities

In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock
specific report for that company.

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities,
Inc. (Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are
as follows: Address: 10 Collyer Quay, #37-16 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports
and no charges are levied for providing research reports to such investors."

New I|-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

ANALYST CERTIFICATION

We /I, Nimit Shah, CA; Rahil Jasani, M.Com; Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately

reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the ICICI Securities Inc.
Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of
financial products. ICICI Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number — INHO00000990.ICICI Securities is a wholly-owned
subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life
insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on a reasonable basis, ICICI Securitiesis under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other
reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such
suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity
to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy
or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial

instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any
investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for
all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not
be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and
return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for
any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see
Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from
the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage
services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of
the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this
report.

It is confirmed that Nimit Shah, CA; Rahil Jasani, M.Com; Research Analysts of this report have not received any compensation from the companies mentioned in the
report in the preceding twelve months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the
report as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various
companies including the subject company/companies mentioned in this report.

It is confirmed that Nimit Shah, CA; Rahil Jasani, M.Com; Research Analysts do not serve as an officer, director or employee of the companies mentioned in the report.
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category
of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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