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Asian Paints Ltd. Double digit volume growth drove the strong recovery
CMP Target Potential Upside Market Cap (INR Cr) Recommendation Sector
INR 2,160 INR 2,310 7.0% INR 2,07,129 ACCUMULATE Paints

Result highlights

* Asian Paints reported revenue growth of 5.9% YoY / 83.1% QoQ to INR 5,350 Cr above our estimate of INR 4,203.

* Overall, EBITDA margin improved 474 bps YoY to 23.6% ( +708 bps QoQ) on the back of soft raw material prices, better product
mix, favorable foreign currency and cost optimization measures undertaken over the period.

* Net Profit increased by 1.2% YoY to INR 830 Cr (+280.1% QoQ) with NPM of 15.5% (-72 bps YoY) due to the lower total tax.

* Board has recommended payment of interim dividend of INR 3.35 per equity share of the face value of INR 1 each for FY21; as on
the ""Record date" of 30t" October 2020 on or after 12t November 2020.

MARKET DATA KEY FINANCIALS
Shares Ofs (Cr) 96 Revenue 17,262 19,248 20,211 21,090 27,073
Equity Cap (INR Cr) 1,443 EBITDA 3,198 3,766 4,162 4,577 6,074
Mkt Cap (INR Cr) 2,07,129 PAT 2,039 2,162 2,710 2,840 3,756
Adj PAT 1,968 2,162 2,710 2,840 3,756
52 Wk H/L (INR) 2,219/1,431 EPS (INR) 21.26 22.54 28.25 29.61 39.16
Volume Avg (3m K) 2,471 Adj. EPS (INR) 20.52 22.54 28.25 29.61 39.16
EBITDA Margin (%) 18.5% 19.6% 20.6% 21.7% 22.4%
Face Value (INR) ! NPM (%) ' 11.8% 1.2% 13.4% 13.5% 13.9%
Bloomberg Code APNTIN Source: Company, KRChoksey Research

Double digit volume growth driven by tier 2/3/4 markets

SHARE PRICE PERFORMANCE Asian Paints reported revenue growth of 5.9% YoY (+83.1% QoQ) to INR 5,350 Cr. Growth was
driven by improved demand for paint industry from tier 2/3/4 markets, while product wise
250 recovery was seen in economy, premium and some luxury range of products. Volume

reported double digit growth of 11% YoY. On segmental basis, paint revenue (~98% of revenue)
grew 6% YoY (82% QoQ) to INR 5,232 Cr while Home improvement declined 3% YoY to INR 117
Cr. Both the segments in the Home Improvement category viz. the Kitchen and Bath business
reported a recovery in quarter compared to Q1FY21, while bath business reported PBT
breakeven. Industrial segment reported recovery in both of its business, Automotive coatings
100 WMW JV (PPG-AP) with good growth seen in OEM, while Industrial Coatings JV (AP-PPG) growth is
seen in Powder business, while demand for Industrial Liquid paint is still subdued. The
50 international business portfolio did well, supported by volume growth across market specially
Africa and Middle east, while Nepal continues to be under pressure due to Covid related
restriction. Sri Lanka and Bangladesh unit reported double digit volume growth.
Benign raw material prices and cost optimization efforts led to margin expansion
ASIAN PAINTS —— NIFTY 50 The company witnessed gross margin expansion of 197 bps YoY (-34 bps QoQ) due to stable
raw material price and continued work on driving sourcing and formulation efficiency. EBITDA
margin expanded by 474 bps YoY to 23.6% (+708 bps QoQ) due to cost optimization efforts. In
order to motivate the dealers to stock up products, the company has increased their discounts
towards them. Despite recovery in revenue and improved operational performance PAT grew
merely 1.2% YoY to INR 830 Cr, on account of lower tax outgo during same period previous
year.
MARKET INFO Strengthening the décor play
With view to strengthen its presence as a household name, the company has foray into other
décor segment like Lighting, Furnishing & furniture. Company has launched 1500+ SKU’s
NIFTY 11,730 across three brand: Nilaya, Royale and Ador. With foraying into this segment, its home
improvement category is expected to report healthy growth going forward.
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Asian Paints Ltd.

Key Concall Highlights:

(i) Paint Industry witnessed recovery in Tier 2 / 3 [/ 4 markets and have reached pre Covid levels, whereas metros and Tier 1/ 2
markets reported 70-80% demand recovery of pre Covid level. (ii) Economy, premium & some luxury ranges of products witnessed
recovery in demand, with demand being more from economic range. (iii) Forayed into lightings, furnishings & furniture (which is
largely dominated by unorganized players) with launch of 1500+ SKU’s across three brands: Nilaya, Royale & Ador, as they align with
company’s vison of providing complete Home décor solutions. (iv) In Industrial business under PPG-AP segment witness recovery in
OEM business, while Refinish though recovered is still low and under AP-PPG segment Powder business recovered well, while
Industrial liquid segment is still struggling. (v) International business picked up specially in Africa and Middle East and Sri Lanka and
Bangladesh unit reported double Digit volume. Nepal continues to be under pressure due to Covid. (vi) Management expects
margin to be elevated given stable raw material price and cost optimization measures in coming quarters.

Valuation and view

With improved volume growth in the quarter, recovering paint industry and management commentary, we expect challenges of
slowdown driven by Covid is left behind and demand is expected to rise in coming quarter. Though recovery is still subdued in
metros and Tier 1 cities; it has improved in Tier 2/3/4 cities. Softening raw material prices and cost optimization will be offset by
dealer discount and support in near term, while it is expected to benefit the company in the long run. Diversified product portfolio,
huge scope of penetration in entry-level paints, and innovative products will augur well for the company in the future. With demand
picking up, economy opening-up and cost rationalization initiative taken, we expect the company will grow at CAGR of 15.7%/25.7% in
topline/EBITDA over FY20/22E. Given Covid impact on Q1FY21 result and subdued demand in Metro and Tier-1 cities, we have
downgraded our FY21E EPS by 6.0% to INR 29.6 (earlier EPS was INR 31.5). Further, we expect the demand to rebound strongly
along with margin expansion initiative undertaken. Accordingly, we have upgraded our FY22E EPS by 8.5% to INR 39.2 (earlier EPS
was INR 36.1) in FY22 and we continue to apply PE multiple of 59x (same as previous) on FY22E EPS to arrive at target price of INR
2,310 (previous TP: INR 2,129); an upside potential of 7.0%. Accordingly, we reiterate our “ACCUMULATE” rating on the shares of
Asian Paints Ltd.

Margin improved YoY due to soft commodity prices Pickup in PAT and PAT margin
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Asian Paints Ltd.

KEY FINANCIALS
Exhibit 1: Balance Sheet

Non-current assets
Property, plant and equipment
Right-to-use assets
Capital work-in-progress
Goodwill (Net)
Other intangible assets
Investment in Associate
Financial assets
Investments
Loans
Trade receivables
Other financial assets
Deferred tax assets (Net)
Non-current tax assets (Net)
Other non-current assets
Total non-current assets
Current assets
Inventories
Financial assets
Investments
Trade receivables
Cash and cash equivalents
Other Balances with Banks
Loans
Other financial assets
Assets classified as Held for Sale
Other current assets
Total current assets
TOTAL ASSETS
EQUITY AND LIABILITIES
Equity
Equity share capital
Other equity

Equity attributable to the equity shareholders

Non-controlling interests
Total equity
LIABILITIES
Non-current liabilities
Financial liabilities
Borrowings
Other financial liabilities
Lease liabilities
Provisions
Deferred tax liabilities (Net)
Other non-current liabilities
Total non-current liabilities
Current liabilities
Financial liabilities
Borrowings
Trade payables
Other financial liabilities
Other current liabilities
Provisions
Current tax liabilities (Net)
Total current liabilities
Total liabilities
TOTAL EQUITY AND LIABILITIES

Source: Company, KRChoksey Research
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1,405
327
287
366

718
81

151
20
68
321

6,869

2,658

1,057
1!731
312
93
13
581
15
455
6,914
13,783

8,314
8,410
328
8,738

28

140
417

594

492
2,160
1,364

283

57
95
4,451
5,045
13,783
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5,030
871
210
321
274
406

988
79

227
29
159
51
8,651

3,150

1,175
1,907
276
169
16
526
15
394
7,627
16,278

96
9,375
9,471

361

9,831.8

19

542
156
543

1,266

597
2,394
1,651

164

76

146
5,180
6,446

16,278

4,765
920
140
320
267
457

1,050

248
17
253

8,575

3,390

512
1,795
564
219
19
782
14
286
7,580
16,155

96
10,034
10,130
404
10,534

19

590
181

444

1,241

321
2,137
1,374
132
62
180
4,380
5,621
16,155

Page 4
4,712 4,644
920 920
140 140
320 320
267 267
514 555
1,050 1,050
68 68
4 4
248 248
18 23
264 339
68 87
8,594 8,666
3,708 4,782
512 512
1,873 2,405
2,029 3,437
219 219
19 19
782 782
14 14
298 383
9,455 12,552
18,049 21,218
96 96
11,531 13,511
11,627 13,607
473 542
12,100 14,148
19 19
3 3
590 590
181 181
444 444
5 5
1,241 1,241
321 321
2,388 2,992
1,434 1,841
137 176
65 84
188 241
4,708 5,829
5,949 7,070
18,049 21,218
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Asian Paints Ltd.

KEY FINANCIALS
Exhibit 2: Profit & Loss Statement

Particulars (INR Crores) FY18 FY19 FY20 FY21E FY22E
Revenues 17,262 19,248 20,211 21,090 27,073
COGS 9,691 11,265 11,383 12,454 16,059
Gross profit 7,571 7,984 8,828 8,637 11,014
Employee cost 1,115 1,237 1,366 1,318 1,692
Other expenses 3,258 2,982 3,300 2,742 3,249
EBITDA 3,198 3,766 4,162 4,577 6,074
EBITDA Margin 18.5% 19.6% 20.6% 21.7% 22.4%
Depreciation & amortization 360 622 781 896 1,151
EBIT 2,837 3,143 3,381 3,681 4,923
Interest expense 35 105 102 127 127
PBT 3,093 3,271 3,583 3,803 5,045
Tax 1,041 1,098 855 951 1,261
Minority interest 59 52 69 69 69
PAT 2,039 2,162 2,710 2,840 3,756
Adj. PAT 1,968 2,162 2,710 2,840 3,756
EPS (INR) 21.26 22.54 28.25 29.61 39.16
Adj. EPS 20.52 22.54 28.25 29.61 39.16

Source: Company, KRChoksey Research

Exhibit 3: Cash Flow Statement

Particulars (INR Crores) FY18 FY19 FY20 FY21E FY22E
Net Cash Generated From Operations 2,113 2,470 2,632 3,533 4,216
Net Cash Flow from/(used in) Investing
Activities (1599) (944) (521) (665) (973)
Net Cash Flow from Financing Activities (1,379) (1,17) (2,465) (1,402) (1,835)
Net Inc/Dec in cash equivalents (865) 408 (355) 1,466 1,408
Opening Balance 1,668 846 1,280 929 2,394
Closing Balance Cash and Cash . 276 6 502
Equivalents 3 7 564 »029 3,437
Source: Company, KRChoksey Research
Exhibit 4: Ratio Analysis
Particulars (INR Crores) FY18 FY19 FY20 FY21E FY22E
EBITDA Margin (%) 18.5% 19.6% 20.6% 21.7% 22.4%
Tax rate (%) 33.7% 33.6% 23.9% 25.0% 25.0%
Net Profit Margin (%) 11.8% 1.2% 13.4% 13.5% 13.9%
RoOE (%) 23.3% 22.0% 25.7% 23.5% 26.5%
RoCE (%) 30.6% 30.1% 31.1% 29.6% 34.0%
EPS (INR) 21.26 22.54 28.25 29.61 39.16
Source: Company, KRChoksey Research
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Asian Paints Ltd.

28-Oct-20 2,160 2,310 ACCUMULATE Buy More than 15%
05-Oct-20 2,028 2,129 ACCUMULATE Accumulate 5% —15%
20-Aug-20 1,886 1,985 ACCUMULATE Hold 0-5%
24-Jun-20 1,747 1,877 ACCUMULATE Reduce 5%—-0
23-Apr-20 1,822 1,930 ACCUMULATE Sell Less than - 5%

ANALYST CERTIFICATION:

I, Parvati Rai (MBA-Finance, M.com), Head Research, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
my views about the subject issuer(s) or securities. | 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.

Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited.
KRCSSPLis a registered Research Entity vides SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.

KRCSSPL 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 analyst covers.
The information and opinions in this report have been prepared by KRCSSPL 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 KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation
to update the information. Also, there may be regulatory, compliance or other reasons that may prevent KRCSSPL 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 KRCSSPL policies, in circumstances where KRCSSPL 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. KRCSSPL 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. KRCSSPL 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. Our employees in sales and
marketing team, dealers and other professionals may provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed
herein, .In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

Associates (Group Companies) of KRCSSPL might have received any commission/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 brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report.
KRCSSPL 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 KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research 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 brokerage service transactions.

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research
analyst.

Itis confirmed that, Parvati Rai (MBA-Finance, M.com), Head Research do not serve as an officer, director or employee of the companies mentioned in the report.

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 KRCSSPL 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 them of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com

Registered Office:

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai — 400 001.
Phone: +91-22-6633 5000; Fax: +91-22-6633 8060.
Corporate Office:

ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai - 400 053.
Phone: +91-22-6696 5555; Fax: +91-22-6691 9576.
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