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| Launches in Natural Segment to Drive Volume Growth
Summary: For Colgate (CLGT), FY3/17 was a sluggish year with total income and NP
growing 2.9% and —1%, respectively, and volumes sliding by 2% YoY. The lackluster show
was largely on account of drop in market share in the toothpaste category due to
consumer shift towards nature-based offerings leading to market share gains for
Patanjali (unlisted) and Dabur (DABUR IN) as well as the impact of demonetization hitting
rural India. However, given CLGT’s robust brand strength, innovation ability and capacity
to invest in high advertising & promotion (A&P), FY3/18 should see market share
stabilize in the toothpaste category. This would be driven by strong consumer response
to its nature-based offering Cibaca Vedshakti and new product launches around
natural/Ayurveda platform. We estimate average volume growth of 7.5% over FY3/18—
19 led by market share gains and low base. Additionally, recent aggressive price
increases across its portfolio, premiumization and operating leverage should aid gross
margin and EBITDA margin improvement of 190bps and 230bps over FY3/18-19. We
build in revenue and NP CAGR of 15% and 20.4% over FY3/18-19. Maintain BUY.

Target Price and Catalyst: Our target price of Rs1,170 is based on a PER of 38x our
FY3/19 EPS estimate of Rs30.8. Key catalyst would be improvement in volume growth
backed by market share gains and expansion in margins driven by positive operating
leverage.

Earnings: With a low base in FY3/17, management’s renewed focus on regaining its lost
market share through more new product launches especially around the
natural/Ayurveda platform and high marketing spend, we anticipate a recovery in sales
volumes. We forecast a recovery in volume growth to an average 7.5% over FY3/18-19.
Additionally, with recent price hikes being more than inflation in raw material prices, we
estimate revenue CAGR of around 15% over FY3/18-19. We forecast EBITDA margin
rising from 23.7% in FY3/17 to 26% in FY3/19. CLGT’s NP CAGR over FY3/18-19 should be
20.4% up from the low of 1.6% CAGR over FY3/16-17.

Valuation: We maintain our BUY rating on CLGT with a target price of Rs1,170, valued at
38x in-line with its 5-year historical average applied to our FY3/19 earnings. Our
forecasts are 2.3-6.5% higher than Bloomberg consensus estimates over FY3/18-19. The
main risks to our recommendation and target price are 1) increased competitive
intensity in natural segment of toothpastes leading to lower market share gains for CLGT
than we currently estimate, 2) above-expected increase in raw material prices and A&P
spends making our margin estimates appear optimistic and 3) destocking of products
across trade channels on account of goods and services tax (GST) implementation in
FY3/18 could lead to lower volume growth than we currently estimate.

Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E Trend
Total turnover (Rsm) 39,819 38,682 39,819 45,584 52,654 _ _ _ =l
Operating profit (Rsm) 7,472 8,271 8,117 9,809 11,846 _ _ _ =l
Pre-tax profit (Rsm) 7,804 8,353 8,515 10,262 12,354 __
Net income to ord equity (Rsm) 5,590 5,812 5,775 6,957 8,376
Adjusted net profit (Rsm) 5,590 6,125 5,775 6,957 8,376
Net profit growth 3.5% 4.0% (0.6%) 20.5% 20.4%
P/E (x) 47.69 45.87 46.16 3831 31.82
Adj P/E (x) 47.69 43.52 46.16 38.31 31.82
Adj EV/EBITDA (x) 30.55 27.24 27.21 21.18 15.98
P/B (x) 34.61 25.85 20.93 16.79 13.46
ROE 81.6% 64.5% 50.1% 48.6% 47.0% e _ _ _
Dividend yield 1.2% 1.0% 1.0% 1.2% 14% wm_ _ =l
EPS HTI old (Rs) 20.55 21.37 21.23 25.67 3080 __ _ =
EPS HTI New (Rs) 20.55 21.37 21.23 25.58 3080 _ __ _mH
Adj EPS (Rs) 20.55 22.52 21.23 25.58 3080 _ — _ =l
Consensus EPS (Rs) 20.66 22.41 21.78 24.85 2878 _ _ _ =il
HTI EPS vs Consensus (0.5%) (4.6%) (2.5%) 2.9% 7.0% — -

Source: Company data, Bloomberg, HTI estimates Click here to download the working model
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| Investment Thesis
Buy

» Natural/Ayurveda toothpaste offering such as Cibaca Vedshakti and other new
launches in the segment should help CLGT counter competition from players such as
Patanjali and Dabur. Also, this offering would help the company arrest and stabilize its
volume market share in the toothpaste category.

» We estimate volume recovery over FY3/18-19 driven by low base in FY3/17, new
product launches in natural segment and uptick in consumer spending.

» Aggressive price hike over the last three months should help the company counter
increase in raw material prices and cause its gross margin to expand. This would assist in
maintaining its high A&P spends, which should drive consumer offtake and revival in
volume growth.

» We expect the premiumization trend playing out in urban markets to assist CLGT’s
EBITDA margin improvement.

» We have set our FY3/18 target price of Rs1,170 based on 38x our FY3/19 EPS
estimate.

» The main risks to our rating and target price are higher inflation in key raw material
prices than we currently expect, (which would make our EBITDA margin forecast too
optimistic), and sluggish consumer demand would lead to the company delivering lower
volume growth than we forecast. Destocking on account of GST would be a key
overhang.

| Company Snapshot

CLGT is dominant market leader in oral care segment in India with toothpaste, toothbrush
market shares of 55.6%, 47.3%, respectively, in FY3/16. Its oral care product offering
includes toothpastes, toothbrushes, mouthwash, and tooth powder under the Colgate
brand. The company also provides a range of personal care products under the Palmolive
brand name. CLGT garners about 95.5% of its revenue from the oral segment with
toothpaste and toothbrushes contributing approximately 79.6% and 15.9% of total
revenue, respectively, in FY3/16. The moat of the Colgate brand was demonstrated last
year through it being voted the ‘Most Trusted Brand’ in 2016 in India in the Economic
Times Brand Equity Survey for the sixth consecutive year.
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| Key Investment Metrics
Revenue Growth [ ow |YETEN[ Hieh >

We forecast revenue CAGR of 15% over FY3/18-19 driven by an average volume growth of
7.5% and price improvement of approximately 6.5% over the same period.

Profit Margins [ tow ][ Wedium | HETTID

We estimate operating leverage and improvements in the product mix would drive a rise
in gross margin and EBITDA margin of approximately 190bps and 230bps, respectively,
over FY3/18-19 to 64.8% and 26%, respectively, in FY3/19.

Shareholder Returns [ tow |[medium |IETTEDP

We estimate a net profit CAGR of 20.4% over FY3/18-19 with ROE largely remaining
robust at above 46% over our forecast period.

B Balance Sheet Risks [ High | [Wedium | IETED

With strong free cash flow generation and zero debt on the balance sheet of the company
the company’s balance sheet should remain strong.

| Barriers to Entry [ tow TN Hish >

With low up-front capital requirements and minimal regulatory requirements, the barriers
to entry in the toothpaste and toothbrush markets are low. As a result, there are
numerous global, domestic and regional players in these markets. However, once

a company has created strong brand loyalty it becomes difficult for competitors to capture
market share from them.

| International Exposure/Breakdown [_High ][ medium | TSV

Colgate Palmolive (India) is largely focused on the Indian market with limited revenue from
exports. In FY3/16, the company generated approximately Rs1.1bn (approximately 2.6% of
its total income) in revenue from exports.

| Fx Exposure [ High ] [vedium | I

The company has a little foreign currency exposure mainly related to its import of some
raw materials and small export operations.

| Corporate Governance [ tow ][ Medium | LN
To enhance and protect stakeholder value, the company has a board of directors that we
regard as strong, comprising three full-time directors (a managing director and two
executive directors) and seven non-executive directors including the chairman of the
board. Additionally, six of the seven non-executive directors are independent directors. In
our view, the company has among the best corporate governance practices in India.

26 May 2017 3 @ BBE
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. Profit & Loss (Rsm) Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E
Our Model Assumptions

P Total turnover 39,819 38,682 39,819 45,584 52,654
We estimate 15% revenue Cost of sales (14,677) (14,763) (14,763) (16,432) (18,519)
CAGR over FY3/18—19 driven Gross profit 25,142 23,919 25,055 29,152 34,135
oy e vel e mrai 61 Total operating costs (17,670) (15,648) (16,939) (19,342) (22,289)
7y5‘y g h 8 iod Operating profit 7,472 8,271 8,117 9,809 11,846
5% over the same perio Operating EBITDA 8,222 9,385 9,449 11,414 13,699
Depreciation and amortisation (750) (1,114) (1,332) (1,605) (1,853)
Other recurring income 332 395 398 452 508

We forecasts EBITDA margin Exceptional income - net - (313) - - -
improving from 23.7% in Pre-tax profit 7,804 8,353 8,515 10,262 12,354
L Taxation (2,214) (2,541) (2,740) (3,304) (3,978)

0,

FY3/17 to 26% in FY3/19 Net income to ord equity 5,590 5,812 5,775 6,957 8,376

Source: Company, HTI estimates
Note: FY15 Financials on IGAAP basis; FY16-19 Financials on IND AS basis

Click For Interactive Model

With our expectation of recovery in rural markets, which in turn should drive
improvement in CLGT’s sales volume growth, and the trend of premiumization playing out
in urban markets, which should enhance the product mix, we estimate a CAGR for revenue
of 15% and for NP of 20.4% over FY3/18-19, which compares favorably to the CAGR of
1.6% CLGT posted over FY3/16-17.

Driven by volume-led revenue
CAGR of 15% over FY3/18-19,
we estimate a CAGR for NP of
20.4% over the same period

26 May 2017 4 @ iBBEDR
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Our Model Assu mptions Balance Sheet (Rsm.) Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E
I Total cash and equivalents 2,545 2,887 2,943 2,834 3,082

Inventories 2,522 2,915 2,926 3,077 3,447

CLGT boasts of strong free Accounts receivable 696 1,015 1,299 1,404 1,615
cash flow historically and we Other current assets 1,657 2,035 3,008 3,054 3,159
expect the company to Total current assets 7,420 8,852 10,175 10,368 11,303
maintain a hea|thy cash Tangible fixed assets 8,321 9,958 11,840 13,094 14,352
balance over FY3/18-19 Intangible assets 907 907 907 907 907
Total investments 371 312 312 1,312 3,312

Total other assets (26) (97) (275) (275) (275)

Total non-current assets 9,573 11,080 12,784 15,038 18,295

Total assets 16,993 19,932 22,959 25,406 29,599

Accounts payable 5,144 5,519 6,012 5,463 5,509

Other current liabilities 2,874 3,438 3,394 3,084 3,109

Total current liabilities 8,018 8,958 9,406 8,547 8,618

Other liabilities 1,272 664 816 983 1,183

Total non-current liabilities 1,272 664 816 983 1,183

Total liabilities 9,290 9,622 10,221 9,530 9,801

Common stocks 136 272 272 272 272

Other reserves 7,567 10,038 12,466 15,605 19,526

Shareholders' equity 7,703 10,310 12,738 15,877 19,798

Total equity 7,703 10,310 12,738 15,877 19,798

Total liabilities & shareholders' equity 16,993 19,932 22,959 25,406 29,599

Source: Company, HTI estimates
Note: FY15 Financials on IGAAP basis; FY16-19 Financials on IND AS basis

Click For Interactive Model

) With negative capital requirement coupled with our expectation of spend only on
maintenance capex over our forecast period, we believe CLGT should be able to generate
strong free cash flow through FY3/19, which should strengthen its balance sheet over this
period.

7
J Key B/S Takeaway
We believe CLGT’s balance
sheet should remain healthy
supported by its
strong free cash flow
generation

g

26 May 2017 5 ﬁﬁg‘%
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Our Model Assumptions

We forecast capex in the
Rs2.9-3.1bn range over
FY3/18-19, to be used
primarily for maintenance
activities

We project a CAGR for free
cash flow of 28.8% CAGR over
FY3/18-19

We expect the company to
continue generating strong
free cash flow over our
forecast period and see
management increasing the
dividend per share from Rs10
in FY3/17 to Rs14 in FY3/19

26 May 2017

BUY
Cash Flow (Rsm) Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E
Operating profit 7,472 8,271 8,117 9,809 11,846
Depreciation and amortisation 750 1,114 1,332 1,605 1,853
Changes in working capital (299) (150) (819) (1,161) (616)
Other operating cash flow 469 (35) 169 187 (979)
Operating cash flow 8,392 9,200 8,799 10,440 12,105
Tax paid (2,010) (2,470) (2,562) (3,304) (3,978)
Cash flow from operations 6,381 6,729 6,237 7,135 8,127
D Capex (3,000) (2,727) (3,214) (2,859) (3,111)
Other new investments (142) - - (1,000) (2,000)
Other investing cash flow 284 361 381 433 487
Cash flow from investing activities (2,858) (2,366) (2,834) (3,426) (4,624)
Dividends paid to ordinary shareholders (3,264) (2,720) (2,720) (3,264) (3,808)
Proceeds from issue of shares (622) (484) (627) - -
Other financing cash flow 38 (554) 83 (555) (647)
Cash flow from financing activities (3,848) (3,758) (3,264) (3,819) (4,455)
Cash at beginning of period 2,870 2,545 2,887 2,943 2,834
Total cash generated (325) 605 140 (109) (952)
Forex effects (263) (83) 1,200
Implied cash at end of period 2,545 2,887 2,943 2,834 3,082
Free cash flow 3,381 4,002 3,023 4,277 5,016

Source: Company, HTI estimates

Note: FY15 Financials on IGAAP basis; FY16-19 Financials on IND AS basis

Click For Interactive Model

We expect the company to continue generating strong free cash flow over our forecast
period with capex requirement in the range of Rs2.9-3.1bn annually during FY3/18—
19. We see the dividend per share increasing from Rs10 in FY3/17 to Rs14 in FY3/19.

iBEDRR
HAITONG
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Our Model Assumptions

We expect sales volume
growth and improvement in
the product mix to drive a
revenue CAGR of 15% over
FY3/18-19

We see price hikes, positive
operating leverage and an
improved product mix driving
EBITDA margin expansion
from 23.7% in FY3/17 to 26%
in FY3/19

Volume growth revival and
premiumization in the product
mix should support a revenue
CAGR of 15% during FY3/18—
19

26 May 2017

BUY
Per Share Data Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E
EPS (Rs) 20.55 21.37 21.23 25.58 30.80
Adj EPS (Rs) 20.55 22.52 21.23 25.58 30.80
FDEPS (Rs) 20.55 21.37 21.23 25.58 30.80
Revenue per share (Rs) 146.4 142.2 146.4 167.6 193.6
Operating EBITDA per share (Rs) 30.23 34.51 34.74 41.97 50.37
BVPS (Rs) 28.32 3791 46.83 58.37 72.79
DPS (Rs) 12.00 10.00 10.00 12.00 14.00
Recurrent cash flow per share (Rs) 23.46 24.74 22.93 26.23 29.88
Shares inissue (million) 272.0 272.0 272.0 272.0 272.0
Year end adjusted shares inissue (m) 272.0 272.0 272.0 272.0 272.0
Key Ratios Mar-15A Mar-16A Mar-17A Mar-18E Mar-19E
Valuation Measures
P/Sales (x) 6.69 6.89 6.69 5.85 5.06
P/E (x) 47.69 45.87 46.16 38.31 31.82
Adj P/E (x) 47.69 43.52 46.16 38.31 31.82
P/CF (x) 41.77 39.61 42.74 37.36 32.80
P/B (x) 34.61 25.85 20.93 16.79 13.46
Adj EV/EBITDA (x) 30.55 27.24 27.21 21.18 15.98
Dividend yield 1.2% 1.0% 1.0% 1.2% 1.4%
Growth
Revenue growth 11.3% (2.9%) 2.9% 14.5% 15.5%
Operating profit growth 21.8% 10.7% (1.9%) 20.9% 20.8%
Net profit growth 3.5% 4.0% (0.6%) 20.5% 20.4%
Margins
Gross margin 63.1% 61.8% 62.9% 64.0% 64.8%
Operating EBITDA margin 20.6% 24.3% 23.7% 25.0% 26.0%
Operating margin 18.8% 21.4% 20.4% 21.5% 22.5%
Pretax profit margin 19.6% 21.6% 21.4% 22.5% 23.5%
Tax rate 28.4% 30.4% 32.2% 32.2% 32.2%
Net profit margin 14.0% 15.0% 14.5% 15.3% 15.9%
Key Ratios
ROE 81.6% 64.5% 50.1% 48.6% 47.0%
ROA 35.1% 31.5% 26.9% 28.8% 30.5%
Capex/revenue 7.5% 7.0% 8.1% 6.3% 5.9%
Currentratio (x) 0.93 0.99 1.08 1.21 131
Creditor days 127.9 136.8 148.6 121.3 108.6
Debtor days 6.38 9.61 11.91 11.24 11.19
Inventory days 62.72 72.28 72.33 68.34 67.94
Sales/avg assets 2.50 2.10 1.86 1.88 1.91
Credit analysis
Net debt to equity (33.0%) (28.0%) (23.1%) (17.9%) (15.6%)

Source: Company, HTI estimates

Note: FY15 Financials on IGAAP basis; FY16-19 Financials on IND AS basis

Click For Interactive Model

We estimate average volume growth of 7.5% over FY3/18-19 following relatively low base

of volume decline of 2% YoY in FY3/17. We expect a recovery in volume growth and

premiumization to support revenue CAGR of 15% over FY3/18-19. We see EBITDA margin
improving from 23.7% in FY3/17 to 26% in FY3/19 accompanied by a rise in gross margin.
We estimate a CAGR for NP of 20.4% over FY3/18-19.
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Company Outline and Operational Review
FY3/17 Performance Marred By Market Share Loss In Toothpaste Category

FY3/17 was a sluggish year for CLGT with revenue growth of 2.9% YoY largely on account of
pressure on volumes, which declined 2% YoY. The volume decline in the year was largely
due to increased shift of consumers towards natural/Ayurvedic offerings across FMCG
categories. Similar trend was witnessed in the toothpaste category where consumer shift
was seen towards Ayurvedic offerings of Patanjali (unlisted) through its product Dant Kanti
and Dabur (DABUR IN) through its products Dabur Red and Meswak. Toothpaste division
contributed ~80% of revenues in FY3/16 for CLGT.

The trend (Please refer toothpaste volume market trend table below) was authenticated by
toothpaste volume market share data where the market leader CLGT saw volume market
share loss of 180bps YoY to 55.6% in the toothpaste category while Ayurvedic players such
as Patanjali and Dabur gaining market share by 150/140bps YoY to 15.3%/2.8% respectively.

Toothpaste Volume Market Share (%) Trend - India

Toothpaste Volume Market Share (%) CY07 CY08 CY09 CY10 CY11 CY12 CY13 CY14 CY15 CY1e

Consumer shift towards Ayurvedic
Y Colgate Palmolive (India) 488 494 522 533 527 545 56.1 57.0 574 556

toothpaste led to loss of volume ) )

Hindustan Unilever 251 246 228 226 233 235 228 213 196 19.1
market share for CLGT )

Dabur India 119 122 129 137 148 140 134 134 139 153

Patanjali 00 01 04 06 13 238

Source: Company Annual FY17 presentation

CLGT: Toothpaste Volume Growth (%) Trend
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...While Volume Market Share Gains Continue In Toothbrush Category

In the Toothbrush category, CLGT continue to witness strong volume market share gains
driven by new product launches supported by high A&P spends. In FY3/16, CGLT gained
volume market share of 290bps YoY to 47.3% in the toothbrush category. Over the same
period, Procter and Gamble’s (PG IN) strategy of focusing on profitability has led to volume
market share loss of 280bps YoY to 14.6% in FY3/16 while Hindustan Unilever (HUVR IN)
market share gain of 140bps YoY to 10.7%. Over last five years, CLGT’s strong brand equity
in oral care segment, strong innovation ability and high A&P spends have enabled the
company gain substantial volume market share (around 750bps) and improve its volume
market share standing from 39.8% in FY3/12 to 47.3% in FY3/16. CLGT’s toothbrush division
contributed about 16% of total revenues in FY3/16.

26 May 2017 8 @ B
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New product launches in the
toothbrush category have enabled
the company gain volume market
share

Volume market share in toothpaste
category should stabilize led by
Cibaca Vedshakti and new product
launches in natural segment

26 May 2017
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Toothbrush Volume Market Share (%) Trend - India
Toothbrush Volume Market Share (%) CY08 CY09 CY10 CYll CYl2 CY13 CY14 CY1l5 Cyie
Colgate Palmolive (India) 334 384 38 359 398 423 428 444 473
Procter and Gamble (P&G) 114 119 148 178 188 184 182 174 146
Hindustan Unilever 5.9 6.4 7.2 7.2 6.7 7.5 7.9 93 10.7

Source: Company Annual FY17 presentation

New product launches have been one of the key strengths of the company. It has deployed
launches to defend and at the same time gain market from competition. In FY3/17, the
company launched four new toothbrushes namely Colgate SuperFlexi Black, Colgate A1,
Colgate Slimsoft Advanced and Colgate Star with the latter being an entry level toothbrush
at a price point of Rs12 to tap the “Bottom of Pyramid “ consumers.

CLGT: New Product Innovation in Toothbrush Category

FY13 FY14 FY15 FY16 FY17

3600, a battery
operated toothbrush

Colgate SlimSoft Colgate 360
Charcoal Toothbrush  Toothbrush range

Colgate

Colgate® Slim Soft )
SuperFlexi Black

Colgate Wave Gum
Comfort Toothbrush

Colgate ZigZag Black Colgate ZigZag Black

MaxFresh toothbrush Toothbrush Toothbrush

Colgate Al

Relaunch of Colgate Super

Colgate St:
Flexi Toothbrush olgate Star

Colgate Slim soft
Advanced

Source: Company data

FY3/18 to Witness Market Share Stabilization Led by CLGT’s Natural Product Offerings

The shift in consumers towards Ayurvedic toothpaste led by increased awareness about
benefits of Ayurveda along with attractive pricing had led to volume market share loss for
CLGT in FY3/16. However, in FY3/18, we believe the company should see stabilization in
volume market share led by CLGT’s natural offering in toothpaste segment in the form of
Colgate Cibaca Vedshakti and other expected new launches in the natural segment along
with continued focus on the existing key brands.

According to the management, post the launch of Cibaca Vedshaktiin FY3/17, the product
has received good response from the consumer and has already gained 0.5% market share
at national level at the end of FY3/16 while at specific states level, market share hovers
around approximately 1%. Management further plans to introduce new products in natural
segment which should help the company compete against Ayurvedic offerings of Patanjali
and Dabur. Additionally, the company’s strong brand strength in the oral care segment
supported by marketing spends, would assist the company in arresting its fall of volume
market share in the toothpaste segment from FY3/18 onwards.

Recent Price Hikes To Assist Gross Margin

Over the last three months, the company has been quite aggressive on price hikes across its
product portfolio. According to our calculations, the company has taken a weighted
average price hike of about 6% across it toothpaste portfolio which is slightly aggressive
than its average price increase of around 5% YoY over FY3/12-16. We believe this was
taken largely to mitigate the impact of inflation in raw material prices as well as a precursor
to GST implementation. Over the last one year, according to our calculation, the Company
has seen raw material price inflation of 2.9% YoY.
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In Q4 FY3/17, despite volume declining by 3% YoY, aggressive price hike taken by the
company assisted gross margin expansion of 140bps YoY to 62.6%. Therefore, with price
hikes leading raw material price inflation, we have built in gross margin expansion over
FY3/18 and FY3/19. However, we need to get clarity on whether the price hike taken in the
prior three months by the company need to be passed on to consumer post
implementation of GST to adhere to “anti-profiteering” clause (clause states that the all
Companies have to compulsorily pass on the entire benefits received on account lower
indirect tax in GST regime) as well as the benefit arising out of a lower GST rate as
compared to the current taxes paid by the company.

BUY

The company has taken aggressive
price increases across its toothpaste
product portfolio in last three
months

CLGT’s raw material index has seen
inflation of 2.9% YoY in the last one
year (after couple of years of flattish
to slightly declining RM costs)

26 May 2017

Company

SKU Normalised 1M Ch 3MCh 6M Ch 1Yr Ch
Company Product Tracked  weight P17 (%) (%) (%) (%)
Colgate Palmolive (India) Colgate Dental Cream 100 gm 100 gm 520 0.0% 83% 8.3% 13.0%
Colgate Palmolive (India) Cibaca 175gm 100 gm 274  0.0% 00% 2.1% 2.1%
Colgate Palmolive (India) Colgate Max Fresh 80 gm 100 gm 65.0 0.0% 0.0% 6.1% 6.1%
Colgate Palmolive (India) Colgate Active Salt 100gm 100 gm 550 0.0% 5.8% 10.0% 10.0%
Colgate Palmolive (India) Colgate Active Salt Neem 100 gm 100 gm 580 0.0% 55% 7.4% 7.4%
Colgate Palmolive (India) Colgate - Total Charcoal 140gm 100 gm 821 0.0% 00% 2.7% 2.7%
Colgate Palmolive (India) Colgate Visible White 100gm 100 gm 950 33% 33% 33% 9.2%
Colgate Palmolive (India) Sensitive pro-relief 70 gm 100 gm 1643 0.0% 0.0% 0.1% 4.6%
Colgate Palmolive (India) Sensitive Original 80 gm 100 gm 1313 0.0% 0.0% 0.0% 0.0%
Colgate Palmolive (India) Colgate Cibaca Vedshakti 175gm 100 gm 286 0.0% 0.0% 0.0% -
Dabur India Babool Pack of 2 100 gm 23.8 0.0% 0.0% 0.0% 4.8%
Dabur India Dabur Red 200gm 100 gm 450 0.0% 23% 23% 23%
Dabur India Dabur Meswak 200gm 100 gm 46.0 0.0% 22% 22% 2.2%
GSK Consumer Sensodyne 70 gm 100 gm 142.9 0.0% -48% -48% 0.0%
Himalaya Himalaya Sensitive 100 gm 100 gm 980 1.0% 2.1% 3.2% 3.2%
Hindustan Unilever Close-Up 80 gm 100 gm 60.0 0.0% 0.0% 2.1% 6.7%
Hindustan Unilever Pepsodent Germicheck 80 gm 100 gm 500 6.4% 13.6% 13.6% 13.6%
Hindustan Unilever Pepsodent expert protect 70 gm 100 gm 90.0 0.0% 0.0% 0.0% 16.1%
Hindustan Unilever Pepsodent2in 1 80gms 100 gm 613 0.0% 21% 43% 4.3%
Hindustan Unilever Pepsodent Whitening 80gms 100 gm 630 00% 7.2% 9.6% 12.0%
Hindustan Unilever Pepsodent Sensitive 80gm  100gm 1000 0.0% 0.0% 0.0% 0.0%
Patanjali Ayurveda Patanjali Dant Kanti 200gm 100 gm 375 0.0% 0.0% 0.0% 0.0%

Source: Company data

CLGT’s RM Cost Index Trend
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We estimate maintaining of
advertising spends at elevated levels

Volume growth recovery and recent
aggressive price hikes should aid
gross and EBITDA margin expansion
of 190 and 230bps, respectively,
over FY3/18-19

26 May 2017

Expansion In Gross Margin To Enable Company To Maintain Higher A&P Spends

With strong new product launch pipeline in FY3/18 especially in the natural segment and
expansion in gross margin over FY3/18-19, we believe CLGT is likely to continue its high
spends on advertising. According to IND AS, we expect the company to maintain its
expenditure of around 13% of total sales on advertising over FY3/18-19 in line with FY3/17.
This should help the company is consumer awareness about launches and should lead to
increased off take.

Advertising Spends (% of Sales)

(%)
140 ~

12.9 12.9 129
12.0 4 11.6
10.5
10.0 4
8.0 A
6.0
4.0 A
2.0 A

B Advertising Spends (% of Sales)

FY15
FY16
FY17
FY18
FY19

Source: Company data, HTI estimates

EBITDA Margin To Expand Assisted By Operating Leverage

Our estimate of volume growth recovery over FY3/18-19 is based on expectation of new
product launches and uptick in consumer demand especially in rural market post Indian
Metrological Department (IMD) prediction of normal monsoon in FY3/18. This coupled with
aggressive price hikes taken by the company and the trend of premiumization playing out
in urban markets, we estimate gross margin expansion of 190bps over FY3/18-19. Despite
the company continuing on its strategy of high advertising spends to support its new
launches, we forecast EBITDA margin to expand by 230bps over FY3/18-19 driven by
positive operating leverage driven by high single-digit volume growth over the same period.
We believe this would help the company to post NP CAGR of 20.4% over FY3/18-19 as
compared to the lackluster NP CAGR of 1.6% over FY3/16-17.

CLGT Gross and EBITDA Margin (%) Trend
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Source: Company data; HTI estimates; Note: FY14-15 Financial based on IGAAP while FY16-19 Financial based on IND AS

B
11 & o



Colgate-Palmolive India (CLGT IN) BUY

Lower GST rate on toothpaste
should aid in better consumer
offtake through lower pricing

We value CLGT at 38x applied to our
FY3/19 EPS, which yields a target
price of Rs1,170

26 May 2017

Lower Indirect Taxation on Toothpaste in GST To Aid Consume Offtakes

The government has come out with GST rate for toothpaste at 18%, which is lower than the
current total indirect taxation (excise duty + Value added tax) borne by the company at
approximately 24%. We believe benefits of lower tax rate will be passed on the consumers
which would help CLGT to improve its competitive position. We believe lower pricing will
aid CLGT in improving its competitive position and driving volume growth which would help
in arresting further volume market loss in the toothpaste segment.

Valuation

We estimate recovery in volume and revenue growth from FY3/18 onwards, which should
drive topline growth of approximately 15% over FY3/18-19. Gross margin and EBITDA
margin should expand by approximately 190bps and 230bps, respectively, which in turn
should drive NP CAGR of 20.4% over FY3/18-19. Compared with Bloomberg consensus EPS,
our estimates are higher by 2.3-6.5% over FY3/18-19, as we are slightly ahead on EBITDA
margin estimates. We value the company on a P/E multiple of 38x FY3/19 EPS, in line with
its 5-year average of 38x, which yields a target price of Rs1,170.

PER Valuation

We use PER as the primary valuation methodology given the stable nature of earnings. Our
target PER takes into consideration the business model’s competitive matrix, long-term
sustainable revenue growth, sustainable margin trends, and return ratios. We value
consumer companies on a relative basis in the sector.

CLGT: One-Year Forward PER Trend
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26 May 2017

Key Risks to Our Rating and Target Price

1) Slower recovery than we currently expect in consumer spending resulting in subdued
volume growth as compared to our estimates.

2) Higherincrease in key raw material costs than we currently expect could put at risk our
expectation of gross margin improvement.

3) Higher promotional costs versus our current expectations, specifically on account of
increase in competitive intensity from Patanjali and HUL as well as a relaunch by P&G
in toothpaste category could put at risk our revenue and margins estimates.

4) Implementation of GST in FY3/18 could lead to destocking across trade channels which
could lead to volume growth for the company lower than we currently estimate.
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Financial Outlook (Note: FY10-15 according to Indian GAAP; FY16-19 according to IND AS)
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P/E (x) vs EPS Growth (%)
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Revenue Growth
We forecast revenue CAGR of 15% over FY3/18-19 driven by an average volume growth of 7.5% and price improvement of
approximately 6.5% over the same period.

Profit Margins
We estimate operating leverage and improvements in the product mix would drive a rise in gross margin and EBITDA margin of
approximately 190bps and 230bps, respectively, over FY3/18-19 to 64.8% and 26%, respectively, in FY3/19.

Shareholder Returns
We estimate a net profit CAGR of 20.4% over FY3/18-19 with ROE largely remaining robust at above 46% over our forecast period.

M Balance Sheet Risks
With strong free cash flow generation and zero debt on the balance sheet of the company the company’s balance sheet should
remain strong.

Investment Thesis — Target Price — Share Price Catalysts
CLGT’s sluggish performance in FY3/17 was largely on account of drop in market share in
the toothpaste category due to consumer shift in toothpaste category towards natural

Volume growth revival and offerings leading to market share gains for Patanjali and Dabur. However, we believe given
premiumization in the the company’s robust brand strength, innovation ability and capacity to invest in high A&P
product mix should support spends, FY3/18 fiscal would be highlighted by market share stabilization in the toothpaste
a revenue and NP CAGR of category. This would be driven by strong consumer response to its first natural offering
15% and 20.4%, respectively, Cibaca Vedshakti and new product launches around natural/ayurveda platform. We

therefore estimate average volume growth of 7.5% over FY3/18-19 led by market share
gains and low base. Additionally, recent aggressive price increase across its portfolio,
premiumization and operating leverage should assist gross margin and EBITDA margin
improvement of 190bps and 230bps, respectively, over FY3/18—19. We build in revenue
and NP CAGR of 15% and 20.4%, respectively, over FY3/18—19. We maintain our BUY
rating with TP of Rs1,170. Key catalyst would be improvement in volume growth backed by
market share gains and above our estimated rise in margins driven by an positive
operating leverage led by higher than anticipated volume growth.

over FY3/18-19
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IMPORTANT DISCLOSURES

This research report is distributed by Haitong International, a global brand name for the equity research teams of Haitong International Research Limited (“HTIRL”), Haitong
Securities India Private Limited (“HSIPL”), Haitong International Japaninvest KK (“HTIJIKK”), Haitong International Securities Company Limited (“HTISCL”), Haitong
International Investment Services Limited (“HTIIS”), and any other members within the Haitong International Securities Group of Companies (“HTISG”), each authorized to
engage in securities activities in its respective jurisdiction.

Analyst Certification: We, Gaurang Kakkad and Premal Kamdar, certify that (i) the views expressed in this research report accurately reflect our personal views about any
or all of the subject companies or issuers referred to in this research and (ii) no part of our compensation was, is or will be directly or indirectly related to the specific
recommendations or views expressed in this research report; and that we (including members of our household) have no financial interest in the security or securities of
the subject companies discussed.

Conflict of Interest Disclosures
If no disclosures are included, it means that at the time of publication there is no conflict of interest pursuant to applicable regulations.

Ratings Definitions: Haitong International (sometimes referred to as Rating Distribution

“HTI”) has three ratings, which are defined below. The percentage of
BUY, SELL or NEUTRAL ratings out of the total number of rated notes
appears in the Ratings Distribution chart. ALL rated stocks have a
target price which represents the analyst’s best estimate of the
fundamental value of the stock on a 12 month forward basis.

Most Recent Full Quarter Prior Full Quarter

BUY 2 15% absolute upside performance expected within the next 12
months

SELL > 15% absolute downside performance expected within the next
12 months

NEUTRAL: A stock under coverage with insufficient upside or downside
to justify a BUY or SELL rating. For purposes only of FINRA/NYSE ratings
distribution rules, our Neutral rating falls into a hold rating category.

Haitong International Equity Research Ratings Distribution, as of March 31, 2017

BUY Neutral SELL

(hold)
HTI Equity Research Coverage 74% 15% 11%
IB clients* 5% 3% 9%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category. Please note that stocks with an NR designation are not
included in the table above.

Haitong International Non-Rated Research: Haitong International publishes quantitative, screening or short reports which may rank stocks according to valuation and
other metrics or may suggest prices based on possible valuation multiples. Such rankings or suggested prices do not purport to be stock ratings or target prices or
fundamental values and are for information only.

HTI Equity-Style Portfolios: Stocks are selected for Haitong International’s equity-style portfolio products based on six different strategies: Value, Quality, Growth, Risk,
Momentum and US Exposure. Each quarter, HTI’s rated coverage is screened based on the selection criterion for each strategy and using a scoring methodology, the top 20
stocks for each strategy are identified and assigned to the portfolios. Note that the quantitative screening used to rank stocks for the HTI equity-style portfolios is separate
from the fundamental analysis employed by HTI sector analysts, so there may be differences in the assessments of individual stocks.

HTI Themes: The Haitong International research department periodically identifies a select number of themes that it believes have longevity and identifies stocks from
among its rated coverage that are relevant for these themes. These themes and the relevant stocks are reviewed on a quarterly basis. Note that the strategic attractiveness
of a general theme may be different from the fundamental assessments of individual stocks within that theme.

Related SCNet Visits: The designation of a related SCNet visit means that the specified Haitong International non-rated company visit reports may provide additional
perspective with regard to HTI's rated coverage. The research department selects these related SCNet visit reports on a quarterly basis. The process of compiling and
publishing unrated SCNet notes is separate from the fundamental assessment and publication of individual rated stocks.

Haitong International Coverage of A-Shares: Haitong International may cover and rate A-Shares that are subject to the Hong Kong Stock Connect scheme with Shanghai
and Shenzhen. Haitong Securities (HS; 600837 CH), the ultimate parent company of HTISG based in Shanghai, covers and publishes research on these same A-Shares for
distribution in mainland China. However, the rating system employed by HS differs from that used by HTI and as a result there may be a difference in the HTI and HS ratings
for the same A-share stocks.

Haitong International Quality 100 A-share (Q100) Index: HTI’'s Q100 Index is a quant product that consists of 100 of the highest-quality A-shares under coverage at HS in
Shanghai. These stocks are carefully selected through a quality-based screening process in combination with a review of the HS A-share team’s bottom-up research. The
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IMPORTANT DISCLAIMER:
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rise to substantial risk and are not suitable for all investors. You should also bear in mind that recommendations in this research report are not tailor-made for you. The
analyst has not taken into account your unique financial circumstances, such as your financial situation and risk appetite. You must, therefore, analyze and should, where
applicable, consult your own legal, tax, accounting, financial and other professional advisers to evaluate whether the recommendations suits you before investment.
Neither HTISG nor any of its directors, employees or agents accepts any liability whatsoever for any direct or consequential loss arising from any use of the materials
contained in this research report.

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, will from time to time have long or short
positions in, act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research report. Sales, traders, and other professionals of HTISG may
provide oral or written market commentary or trading strategies to the relevant clients and the companies within HTISG that reflect opinions that are contrary to the
opinions expressed in this research report. HTISG may make investment decisions that are inconsistent with the recommendations or views expressed in this research
report. HTI is under no obligation to ensure that such other trading decisions, ideas or recommendations are brought to the attention of any recipient of this research
report.

Please refer to HTI's website www.equities.htisec.com for further information on HTI’s organisational and administrative arrangements set up for the prevention and
avoidance of conflicts of interest with respect to Research.

Non U.S. Analyst Disclosure: The HTI analyst(s) listed on the cover of this Research is (are) not registered or qualified as a research analyst with FINRA and are not subject
to U.S. FINRA Rule 2241 restrictions on communications with companies that are the subject of the Research; public appearances; and trading securities by a research
analyst.

DISTRIBUTION AND REGIONAL NOTICES:

Except as otherwise indicated below, any Recipient wishing to discuss this research report or effect any transaction in any security discussed in HTI’s research should
contact the Haitong International salesperson in their own country or region.

Notice to Hong Kong investors: The research report is distributed by Haitong International Securities Company Limited (“HTISCL”) and/or Haitong International Investment
Services Limited (“HTIIS”), both licensed corporations to carry on Type 1 regulated activity (dealing in securities) in Hong Kong. This research report does not constitute a
solicitation or an offer of securities or an invitation to the public within the meaning of the SFO. This research report is only to be circulated to "Professional Investors" as
defined in the SFO. This research report has not been reviewed by the Securities and Futures Commission. You should not make investment decisions solely on the basis of
the information contained in this research report

Notice to U.S. investors: As described above, this research report was prepared by HTIRL, HSIPL or HTIIKK. Neither HTIRL, HSIPL, HTIJIKK, nor any of the non U.S. HTISG
affiliates is registered in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research
analysts. This research report is provided for distribution to “major U.S. institutional investors” and “U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended. Any U.S. recipient of this research report wishing to effect any transaction to
buy or sell securities or related financial instruments based on the information provided in this research report should do so only through Haitong International Securities
(USA) Inc. (“HTI USA”), located at 850 Third Avenue, Suite 9B, New York, NY 10022, telephone (212) 867-7300. HTI USA is a broker-dealer registered in the U.S. with the
U.S. Securities and Exchange Commission (the “SEC”) and a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”). HTI USA is not responsible for the
preparation of this research report nor for the analysis contained therein. Under no circumstances should any U.S. recipient of this research report contact the analyst
directly or effect any transaction to buy or sell securities or related financial instruments directly through HSIPL, HTIRL or HTUIKK. The HSIPL, HTIRL or HTIIKK analyst(s)
whose name appears in this research report is not registered or qualified as a research analyst with FINRA and, therefore, may not be subject to FINRA Rule 2241
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account. Investing in any non-U.S. securities
or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S. issuers may not be registered with,
or be subject to U.S. regulations. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be subject to audit
and reporting standards and regulatory requirements comparable to those in effect within the U.S. The value of any investment or income from any securities or related
financial instruments discussed in this research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or
adverse effect on the value of or income from such securities or related financial instruments.

All inquiries by U.S. recipients should be directed to:

Haitong International Securities (USA) Inc.
850 Third Avenue, Suite 9B

New York, NY 10022

Attn: Sales Desk at (212) 867-7300
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People’s Republic of China (PRC): In the PRC, the research report is directed for the sole use of those who receive the research report in accordance with the applicable
PRC laws and regulations. Further, the information on the research report does not constitute "production and business activities in the PRC" under relevant PRC laws. This
research report does not constitute a public offer of the security, whether by sale or subscription, in the PRC. Further, no legal or natural persons of the PRC may directly or
indirectly purchase any of the security or any beneficial interest therein without obtaining all prior PRC government approvals or licenses that are required, whether
statutorily or otherwise. Persons who come into possession of this research are required to observe these restrictions.

Notice to Canadian Investors: Under no circumstances is this research report to be construed as an offer to sell securities or as a solicitation of an offer to buy securities in
any jurisdiction of Canada. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus
with the relevant Canadian securities regulators and only by Haitong International Securities (USA) Inc., a dealer relying on the “international dealer exemption” under
National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations (“NI 31-103”) in Alberta, British Columbia, Ontario and Quebec.
This research report is not, and under no circumstances should be construed as, a prospectus, an offering memorandum, an advertisement or a public offering of any
securities in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed upon this research report, the information
contained herein or the merits of the securities described herein and any representation to the contrary is an offence. Upon receipt of this research report, each Canadian
recipient will be deemed to have represented that the investor is an “accredited investor” as such term is defined in section 1.1 of National Instrument 45-106 Prospectus
Exemptions or, in Ontario, in section 73.3(1) of the Securities Act (Ontario), as applicable, and a “permitted client” as such term is defined in section 1.1 of NI 31-103,
respectively.

Notice to Singapore investors: This research report is provided in Singapore by or through Haitong International Securities (Singapore) Pte Ltd (“HTISSPL”) [Co Reg No
201306644N], which is an Exempt Financial Adviser as defined in the Financial Advisers Act (“FAA”) and regulated by the Monetary Authority of Singapore, and is only
provided to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this
research report are to contact HTISSPL in respect of any matters arising from, or in connection with, the research report. If you are an accredited investor or expert
investor, please be informed that in our dealings with you, we are relying on certain exemptions to the Financial Advisers Act. Cap. 110 (“FAA”) - (1) the exemption in
Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts us from complying with Section 25 of the FAA on disclosure of product information to clients;
(2) the exemption set out in Regulation 34 of the FAR, which exempts us from complying with Section 27 of the FAA on recommendations; and (3) the exemption set out in
Regulation 35 of the FAR, which exempts us from complying with Section 36 of the FAA on disclosure of certain interests in securities.

Notice to Japanese investors: This research report is distributed by Haitong International Japaninvest KK (“HTIJIKK”), which is regulated as an Investment Adviser by the
Kanto Finance Bureau of Japan. This research report is solely and exclusively directed at, and made available only to “Qualified Institutional Investors” as defined in the
Financial Instruments and Exchange Law of Japan.

Notice to UK investors: This research report is distributed by Haitong International Securities (UK) Limited, which is authorised and regulated by the UK Financial Conduct
Authority. The research report (and any advice contained therein) is directed only at, and made available only to, professional clients and eligible counterparties (as defined
in the Financial Conduct Authority’s rules) who are clients of Haitong International Securities (UK) Limited.

Notice to Australian investors: The research report is distributed in Australia by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities
Company Limited, and Haitong International Securities (UK) Limited in reliance on ASIC Class Order 03/1102, 03/1103 or 03/1099, respectively, which exempts those HTISG
entities from the requirement to hold an Australian financial services license under the Corporations Act 2001 in respect of the financial services it provides to wholesale
clients in Australia. A copy of the ASIC Class Orders may be obtained at the following website, www.legislation.gov.au. Financial services provided by Haitong International
Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong International Securities (UK) Limited are regulated under foreign laws and
regulatory requirements, which are different from the laws applying in Australia.

Notice to Indian investors: The research report is distributed by Haitong Securities India Private Limited (“HSIPL”), an Indian company and a Securities and Exchange Board
of India (“SEBI”) registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the
BSE Limited (“BSE”) and the National Stock Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”).

This research report is intended for the recipients only and may not be reproduced or redistributed without the written consent of an authorized signatory of HTISG.

Copyright: Haitong International Securities Group Limited 2017. All rights reserved.
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2017-05-16 Buy 1,170 977
2017-04-14 Buy 1,200 1,015
2017-01-30 Buy 1,055 886
2016-12-15 Buy 1,100 910

Source: Company data Bloomberg, HTI estimates
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Definitions for Key Investment Metrics

Business Growth

This is the metric which matches the top line in
our report.
Business profit

This is the metric which best represents
operating profit in our report
Shareholder Returns

Return on Equity
Balance Sheet Risk

Net Debt to Equity



