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AKz0 NOBEL INDIA LTD
Stock Details PRICE RS.1842 TARGET Rs.2200 BUY

Market cap (Rs mn) 85997
52-wk Hi/Lo (Rs) 1999/1688  Stable volume growth in the decorative segment as well as the industrial
Face Value (Rs) : 10 segment and raw material price inflation were the highlights of the results for
3M Avg. daily vol (Nos) 11,773 AkZO during the quarter.
Shares o/s (m) : 47
Source: Bloomberg Key Highlights
Financial Summary O Akzo experienced low double digit YoY growth across segments led by
Y/E Mar (Rs mn) FY18 FY19E FY20E decorative segment. Management commented that inflation (including Raw
Revenue 28318 32865 36,181 material cost) was more pronounced this quarter which impacted the
Growth (%) 02 161  10.1 operational performance. Management is making efforts to increase product
EBITDA 2992 3814 4450 prices and reduce various cost to counter the situation.
EBITDA margin () 288 123 O Sales (excluding GST) was reported at Rs 7.16 bn (2.2% QoQ and +0.1% YoY)
PAT 2,037 24732 28,099
EPS 447 58 647 despite complete demerger of its speciality chemical business (effective 1st
EPS Growth (%) 05 220 136 April 2018) which was contributing almost 10% of the revenues/PAT. Strong
BV (Rs/share) 2424 1150 1335 volume growth has helped the company report EBIDTA of Rs 725mn with
Dividend/share (Rs) 447 95 100 Ebidta margin of 10.1% (+10bps QoQ and +80 bps YoY) despite inflation in
ROE (%) 192219 230 raw material cost .Consequently PAT was reported at Rs 435 mn (-5.6% QoQ
ROCE %) 24 2> 309 and +5.3YoY). We interpret the performance as strong, especially when we
P/E (x) 412 330 285 . . ) s
EV/EBITDA (0 36 189 165 consider complete sale of the speciality business division.
P/BV (x) 76 69 62 O Management is confident of strong volume and sales growth and bounce
Source: Company, Kotak Securities - PCG back of operational performance. Even we believe that the situation is healthy
for paint companies in every segment including decorative paints, industrial
Shareholding Pattern (%) as well as auto paints.
(%) Jun-18 Mar-18 Dec-17
Promoters 73.0 73.0 723 Valuation and Outlook
FDI;I ;Z ;; ;i We estimate that branded paint demand will remain robust in a country like India
Others 165 163 173 Where per capita consumption is very low and 30% paint market is still
Source: Company unorganised. Management of Akzo also indicated that the volume trends remain
strong for the company and expect the trend to continue in medium term. For
Price Performance (%) Akzo, we estimate 11% volume CAGR over FY18 — FY20E with stable margins and
(%) M 3M  6M ROE of ~23% and ROCE of ~21.9% for FY20E. Maintain BUY with an unchanged
Akzo Nobel (15 (4.0 18 TP of Rs 2200 at 34x FY20E earnings (at 25% discount to PE multiple of peers).
Nifty 55 49 45
Source: Bloomberg Quarterly Performance
(Rs mn) Q1FY18 Q4FY18 Q1FY19 YoY (%) QoQ (%)
Price chart (Rs) Net sales 7149 7004 7157 0.1 2.2
2,000 Raw material 4188 4020 4139 (1.2) 3.0
Employee cost 701 812 749 6.8 (7.8)
1,900 Other expenses 1594 1473 1544 3B.1) 48
Total operating cost 6483 6305 6432 (0.8) 2.0
1,800 EBIDTA 666 699 725 8.9 3.7
1700 EBIDTA margin 9.3 10.0 10.1
Jul-17  Nov-17 Mar-18 Jul-1g  Finance cost > 17 9
Depreciation 147 150 149 14 (0.7)
Source: Bloomberg Other income 68 128 91 338 (28.9)
PBT 582 660 658 13.1 (0.3)
Taxes 189 199 223 18.0 121
Adjusted PAT 393 461 435 10.7 (5.6)
Exceptional item 20 0 0
Reported PAT 413 461 435 5.3 (5.6)
Amit Agarwal Equity 467 467 468 0.2
agarwal.amit@kotak.com EPS (Rs) 8.8 9.9 9.3 5.1 (5.8)
+91 22 6218 6439 Source Company
Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 2
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Brent crude (US$/barrel)

Sales was driven by all the segments

Management indicated the financial performance of Q1FY19 could be attributed
to:

B Healthy performance of the decorative segment. We estimate low double
digit volume growth.

B Stable performance in the industrial segment led by strong automotive
demand and improved capex cycle

m Higher raw material prices

Higher Raw Material Prices impacted the margins during the quarter

Paint Industry uses two key raw material including crude derivatives and Titanium
Dioxide. The Paint industry is experiencing increase in prices of raw material since
the last 3 quarters. AlImost ~60% of the raw material are crude derivatives and
with crude at $74/barrel (+25% QoQ), prices of crude derivatives have also
increased. Even prices of pigments like Titanium Dioxide, Iron oxide and Zinc
oxide have increased. To counter this, the management of Akzo have not resorted
to commensurate price increase of its products. We expect the company to take
prices hikes (in line with industry leader) to counter the malignant raw material
environment.

Titanium dioxide imported from China (US$/MT)
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Source: Bloomberg

Demerger of Specialty chemical business effected from 1st April 2018

Akzo has divested its specialty chemicals business as a going concern to an
affiliate of the Akzo Nobel Group for Rs 3.2 bn. The intention of the company is
to focus on core decorative and industrial painting business post demerger in line
with business of any conventional paint company. We expect this text- book
strategy to be helpful for the Indian business. It is commendable that the
performance of the company in Q1FY19 was largely unaffected post the
demerger. We can attribute this to strong volume growth in the paint business.

Details of the Divestment

Parameter Value

FY17 sales Rs 2650 mn

FY17 PAT Rs 214 mn

Consideration Rs 3.2 bn

Trailing PE 15x

Facility Mahad manufacturing business
No of employees 80

Debt for the business Nil

Source: Company
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Going ahead financials to remain strong

Demand for paints has remained healthy for paint companies in the past and
would continue to remain healthy in medium term. For Akzo, we estimate volume
growth of 13% with intermittent price increases and decreases (based on demand
and raw material situation. This would lead to a revenue CAGR of 9% over FY18E
to FY20E. We also estimate the margins of the company to remain stable with a
positive bias, which will also improve the return ratios of the company going
forward.

Buy back completed - equity capital reduced by 2.4%

The company has concluded share buyback programme on 26 July 2018 after
obtaining requisite approvals. Company would be buying back shares worth Rs
2.35 bn at Rs 2100 per share which translates into 1.12 mn shares or 2.4 % of the
total equity of the company. We believe the buyback is one of the ways to reward
the non-promoter’s shareholders of the company rather than giving a special
dividend which would have attracted Dividend Distribution Tax. We see this
buyback as a positive signal for the stock. The buy-back has reduced the equity
capital of the company from Rs 467 mn (46.7mn shares) to Rs 455.8 mn (45.6 mn
shares).

Company background

Akzo Nobel NV, the world's largest paints company, operates in India through its
subsidiary Akzo Nobel India (AKZO) which it acquired as a part of the global
acquisition of Imperial Chemicals Industries (ICI) Plc. in FY08 for USD16bn. Its
brand portfolio includes well-known brands such as Dulux, Sikkens, Glidden and
International. The company has it's headquarter in Amsterdam and operates in
more than 80 countries. Akzo in India enjoys ~8% market share in decorative
paints in India serviced through its network of 9000 plus dealers, 90 depots and
six manufacturing facilities.
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Financials: Consolidated
Profit and Loss Statement (Rs mn) Balance sheet (Rs mn)
(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
Revenues 28,249 28,318 32,865 36,181 Cash 1,107 1,902 3,049 4,052
% change YoY 7.0 0.2 16.1 10.1 Debtors 4,121 3954 4,692 5,109
RawMaterial 15826 16,182 18,596 20,270 Inventory 4,054 4,018 4,624 5,139
Employee cost 2625 2490 2960 3,267 Loans & advances 13 20 20 20
Other expenses 6,310 6,654 7,494 8,194 Other current assets 681 637 766 829
Total Operating expd 24,761 25326 29,050 31,731 Total current assets 8869 8630 10,102 11,096
EBITDA 3,488 2,992 3,814 4,450 LT investments 3,439 3,700 3,900 4,200
Depreciation 565 595 657 708 Net fixed assets 5423 5423 5,354 5,280
EBIT 2,923 2,397 3,157 3,742 Total assets 18,838 19,655 22,407 24,630
Other income 493 460 500 500
Interest expense 32 37 24 28 Creditors 6,232 5,891 7,140 7,790
Profit before tax 3,384 2,820 3,633 4,213 Provisions 839 939 1,017 1,131
Tax 953 783 1,090 1,264 Other current liabilities 1,442 1,575 1,839 1,961
ETR (%) 28.2 27.8 30.0 30.0 Total current liabilities 8,513 8,405 9,996 10,882
Profit after tax 2,431 2,037 2,543 2,949 LT debt 140 191 237 283
JV & Associates 0 0 0 0 Minority Interest 0 0 0 0
Net income 2,431 2,037 2,543 2,949 Equity Capital 456 456 456 456
% change YoY 7.0 0.5 220 13.6 Reserves 9,718 10,591 11,705 12,996
Shares outstanding (m) 46 46 46 46 Networth 10,174 11,047 12,160 13,452
EPS 53.3 44.7 55.8 64.7 Total liabilities 18,827 19,643 22,395 24,618
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
Cash flow Statement (Rs mn) Ratio Analysis
(Year-end Mar) FY17 FY18 FY19E FY20E (Year-end Mar) FY17 FY18 FY19E FY20E
PAT 2,431 2,037 2,543 2,949 EBITDA margin (%) 123 10.6 11.6 123
Depreciation +DTL 278 673 766 835 EBIT margin (%) 10.3 8.5 9.6 10.3
Change in working capital (963) 132 119 (108) Net profit margin (%) 8.6 7.2 7.7 8.2
Cash flow from operations 1,746 2,842 3,428 3,676 ROE (%) 22.0 19.2 219 23.0

ROCE (%) 33.1 254 29.5 309
Capex (670) (595) (589) (634) DPS 71.0 8.7 9.5 10.0
Investments 2,692 (261) (200) (300) CEPS 65.7 57.7 70.2 80.2
Cash flow from investments 2,022 (856) (789) (934)

Book Value (Rs/share) 223.2 99.5 115.0 1335
Equity issuance - - - - Working capital turnover (days) (1.6) 37 1.8 1.6
Debt raised 11 51 46 46 Debt Equity (x) 0.0 04 0.2 0.0
Dividend Paid (3,903) (1,242) (1,539) (1,784)
Miscellanous items - - - - PER (x) 34.5 412 33.0 28.5
Cash flow from financing (3,892) (1,191) (1,493) (1,738) P/C (x) 28.0 319 26.2 23.0

Dividend yield (%) 3.9 1.2 15 1.8
Net cash flow (124) 795 1,147 1,003 P/B (x) 8.3 7.6 6.9 6.2
Opening cash 1,231 1,107 1,902 3,049 EV/Sales (x) 29 29 2.5 2.3
Closing cash 1,107 1,902 3,049 4,052 EV/ EBITDA (x) 20.5 23.6 18.9 16.5
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 5
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RATING SCALE

Definitions of ratings

BUY -
ACCUMULATE
REDUCE -
SELL -

NR -

SUBSCRIBE -
RS -

NA -

NM -
NOTE -

We expect the stock to deliver more than 12% returns over the next 12 months
We expect the stock to deliver 5% - 12% returns over the next 12 months

We expect the stock to deliver 0% - 5% returns over the next 12 months

We expect the stock to deliver negative returns over the next 12 months

Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The
report has been prepared for information purposes only.

We advise investor to subscribe to the IPO.

Rating Suspended. Kotak Securities has suspended the investment rating and price target
for this stock, either because there is not a Sufficient fundamental basis for determining, or
there are legal, regulatory or policy constraints around publishing, an investment rating or
target. The previous investment rating and price target, if any, are no longer in effect for this
stock and should not be relied upon.

Not Available or Not Applicable. The information is not available for display or is not
applicable

Not Meaningful. The information is not meaningful and is therefore excluded.

Our target prices are with a 12-month perspective. Returns stated in the rating scale are our
internal benchmark.
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Disclosure/Disclaimer

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan

Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial

products like mutual funds and fixed deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak

Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and

is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst)

Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years.

However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or

levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities;

nor has our certificate of registration been cancelled by SEBI at any point of time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person.

Persons into whose possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer

to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of

Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual

clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be

guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material

should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past

performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade

securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and

trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed

in this material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-

looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions

that are inconsistent with the recommendations expressed herein.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client

Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional

Equities Research Group of Kotak Securities Limited.

We and our affiliates/associates, officers, 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 thereof, of company (ies) 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. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned

scrip(s) and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of

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 KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and

accordingly PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable

view for a particular industry or sector or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial

condition, suitability to risk return profile and take professional advice before investing.

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.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.

Details of Associates are available on our website ie www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12

months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services

from the subject company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies) or third

party in connection with the research report. Our associates may have financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report:

No

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of

publication of Research Report.

Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding

the date of publication of Research Report: No.

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of

publication of Research Report: No

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

"A graph of daily closing prices of securities is available at www.nseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company

from the list on the browser and select the "three years" icon in the price chart).”
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