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Asian Paints Ltd

Strong demand momentum despite price hikes,
margins getting back on track; reiterate BUY

Result Synopsis

Asian Paints (APNT) once again delivered a strong performance in a challenging environment
with 8% volume growth on base of 48% volume growth despite a soft performance in January.
Value growth stood at 21%; higher value growth was on account of price increases partially
offset by deterioration in product mix. Growth was uniform for the company with strongest
growth in West and East markets. The company is witnessing strong double-digit growth in Tier
1 and 2 cities led by luxury and premium range, while tier 3 and 4 markets delivering growth in
economy range. APNT has been aggressive in launching new products which now contribute
14% to the revenue. It is also aggressively expanding its home décor foray with extended
offering across the product categories like kitchen, bath, sanitary ware, lighting, tiles, flooring,
furniture, furnishings, doors and windows. APNT is targeting to nearly double its Beautiful
Home stores to 70 in FY23. On international front, company saw growth from Asia followed by
Middle east while Africa, Ethiopia and Srilanka are seeing impact of currency devaluation.
Company is also aggressively expanding its distribution touch points and has added 15,000
retail points in FY22.

Considering strong demand momentum despite sharp price hikes, under penetration of paints
and opportunities in new segments and services, we feel demand for paints is expected to
remain robust in medium term and APNT is in a sweet spot to capture a major chunk of
incremental demand. Also, its foray into home décor to broaden its product and service offerings
to a large consumer base is expected to make Asian a go to brand in the broader home
improvement space. Its pricing power, distribution prowess and balance sheet strength should
enable it to ward of any competition that comes in it way. Considering the above, we continue
to remain upbeat on the stock and feel premium valuations are justified. We expect FY22-24E
Revenue/EBITDA/PAT CAGR of 18%/34%/39% respectively and maintain our BUY rating with
TP of Rs3,708 valuing it at 60x FY24 EPS.

Result Highlights

= Quarter summary - Paints business saw 8% volume growth despite high base of 48%
and value growth of 21% on back of price increase and change in business mix. Its home
improvement business grew at 25% yoy.

= Margin - Gross margin at 38.7% contracted 450bps yoy; however, it showed
improvement of 190bps on sequential basis. Price increases of about 24-25% on
account of higher commodity prices have resulted in sequential improvement in gross
margins.

= Distribution expansion - Company is aggressively expanding its distribution in suburbs
of big cities and tier 3 and 4 markets and have added 15,000 retail points to expand
reach to 145,000 retail touch points. It is also targeting to double its Beautiful Home
stores to 70 in FY23.

Exhibit 1: Actual vs estimates

Rs mn Actual

Estimate
YES

YES Remarks
Consensus Consensus
Sec
NA NA

Sales 78,927 Company has
registered volume
EBITDA 14,433 NA NA NA NA growth of 8% in
EBITDA Q4 on back of
Margin (%) 21.4 NA NA NA NA" 489 volume
. growth in previous
Adjusted PAT 9,898 NA NA NA NA

year.

Source: Company, YES Sec
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Reco : BUY

CMP : Rs 3,084

Target Price : Rs 3,708

Potential Return : +20.2%
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Asian Paints Ltd

INSTITUTIONAL EQUITIES

= International business - International business has remained mixed during the quarter with
growth coming from Asia and Middle east; while Africa continues to remain subdued. Sri-Lanka,
Ethiopia and Egypt market saw impact of currency devaluation resulting in PBT decline for
international business.

Exhibit 2: Quarterly snapshot (Consolidated)

Particulars (Rs mn) Q4FY21 QIFY22 Q2FY22 Q3FY22 | Q4FY22 | yly% a/q% FY22 FY21 vy %
Sales 66514 55854 70960 85272 | 78927 | 187 (74) 291,013 217,128 34.0
EBITDA 13183 9136 9045 15423 | 14433 ! 9.5 (64) 48036 48556 (1.1)
EBITDA Margin % 19.8 16.4 127 181 | 183 |

Depreciation 2134 20059 20275 20741 | 20511 | (3.9) (1.1) 8,159 7,913 31
EBIT 11049 7130 7017 13349 | 12382 | 12.1 (7.2) 39,878 40,643 (1.9)
EBIT Margin % 16.6 12.8 9.9 157 | 157 | 13.7 18.7

Interest charges 299 215 239 275 | 226 1 (24.2) (17.6) 954 916 41
Other Income 754 896.1 13820 7181 8039 | 6.6 11.9 3,800 3,031 254
PBT 11563 7786 8262 13942 | 13049 | 12.8 (64) 43039 43044 (0.0)
Tax 2864 20428 22107 36243 | 31513 | 10.0 (13.1) 11,029 10976 0.5
Effective Tax Rate (%) 24.8 262 26.8 260 242

PAT 8,699 5743 6052 10318 9898 13.8 (4.1) 32010 32068 (0.2)
PAT Margin % 13.1 10.3 8.5 12.1 12.5

EPS (Rs) 9.1 6.0 63 108 | 103 | 13.8 (4.1) 334 334 (0.2)

Source: Company, YES Sec

CHARTS

Exhibit 3: Volume growth of 8% in paints has led to Exhibit 4: Margin has seen improvement on sequential
revenue growth basis

(Rs mn) . Revenue yoy % —@— Gross Margin  —@— EBITDA Margin

50% 45-8% 44.7% 44.4% 45.1%

100,000 120% 43.2%
45%
o 38.4% 38.7%
85,000 71.1% 80% 40% " 3479, 36:8%
(o)
70,000 40% 35 o/ 26.3%
B 0
;7 30% 23.6%
55,000 6 0% 25% o
pont 18.5% 44 4o 16.4% 18.1% 18.3%
40,000 - -40%
15%
25,000 = -80% 10%
o i i i i N N N N o i i i i N N N N
N N N N N N N N N N N N N N N N N N
e N R N N N N A t L & & & & & & &
< ) N [s2) < ) N [s2) < < ) N [s2) < ) N (32} <
o o o o o o o o o o o o o o o o o o
Source: Company, YES Sec Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2



Asian Paints Ltd

INSTITUTIONAL EQUITIES

Exhibit 5: Paints revenue growth has been backed by Exhibit 6: High raw material prices have resulted in soft

volume growth EBIT margins for paints
(Rs mn) mmm Paints revenue yoy (Rs mn) mmmmm Paints EBIT  ——— EBIT Margin
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Exhibit 7: APNT continues to see volume growth despite Exhibit 8: Value growth continues to remain higher than
challenging environment volume growth

®Volume growth ®Value growth
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Exhibit 9: Home improvement business is gaining Exhibit 10: Losses are on account of investments into

traction home improvement business
mmmmm Home improvement revenue yoy mmmmm Home improvement EBIT —— EBIT Margin
(rs mn) (Rs mn)
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KEY CON-CALL HIGHLIGHTS

Growth highlights - 8% volume growth and 21% revenue growth despite high base of 48%
volume and 44% value growth; 3yr CAGRs quite strong at 16% volume and 17% value
growth; stronger growth came in February and March; 31% volume and 36% value growth
overall for FY22 vs Fy21 volume and value growth of 13% and 8%.

Quarter highlights - Good double-digit growth in T1/T2 markets led by luxury and premium
range with T3/T4 markets delivering double digit growth in economy range; growth weak in
January but rebounded strongly from February, highest growth in West and East markets,
new products now contributing 14% to revenue with solid innovation momentum,
waterproofing and wood finishes growing at exponential rates, big surge in
projects/institutional business from builders, government and factories segments.

Distribution expansion - Aggressive expansion in distribution in big city suburbs and T3/T4
markets adding 15000 retail points to 145,000 points, coexistence of unique distributors and
direct dealer model; gaining traction across categories like emulsions, wood finishes,
waterproofing, undercoats, adhesives, DIY paints; enlarging overall paint market and
increasing per capita consumption.

Services differentiator - Unique painting service model now present in 240 towns and
150,000 painters.

Home Décor foray - Transitioning from share of surface to share of space, 29 Beautiful
Home stores opened till March (target 70 stores in FY23) offering kitchen, bath, sanitary
ware, lighting, tiles, flooring, furniture, furnishings, doors and windows under one roof,
Beautiful Home services now offered in 9 cities, recent acquisitions to help in developing
own manufacturing capabilities in most segments with greenfield factories being set up in all
segments.

Recent acquisitions - The White Teak company is a foray into premium lighting, Weather
seal makes UPVC doors and windows - both are key focus areas for the company; target to
take home décor to 8-10% of total business in next 3-4 years.

Kitchen and bath business - 100cr plus revenue for 3" consecutive quarter in kitchen
business, 55% growth for Fy22 with loss of only 9cr vs 21cr last year, bath business saw 2nd
consecutive quarter of 100cr plus revenue with growth 46% in FY22 with loss of 4cr.

International business - Highest growth came from Asia followed by Middle East, Africa did
not do too well, revenue up 12% in 4Q and 16% in FY22, Sri Lanka, Ethiopia and Egypt
currency devaluation impact, PBT down to 15 crs in 4Q vs 34 crs yoy.

Industrial business - PPG-AP auto OE business grew 32% and 19% growth tin FY22 and 4Q,
AP-PPG general industrial business did very well with 51% and 28% for Fy22 and 4Q

Exceptional items - Delay in subsidy realisation from state governments provisioned for -
54crs for previous years and 31crs for FY22; Sri Lanka 49crs towards currency exchange loss
and subsidiary impairment of 14crs.

Margins - Sequential improvement in gross margins continues after bottoming out in
2QFY22 helped by price increases implemented in 3Q and only 1% material inflation; but
have again seen 5-7% inflation in ongoing quarter which led to company taking up prices
twice.

Outlook - Demand conditions remain tough but remain confident of retaining growth
momentum, spread and severity of new COVID variants need to be closely tracked,
monetary policy tightening could hurt consumer sentiment, inflation remains a key risk,

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 4
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already taken 2 price increases in 1Q, further calibrated price increases are imminent, global
market challenges to remain.

Further price hikes requirement - Have taken 1.8-2% price hike in 2 rounds on 1 April and
1 May; further evaluating calibrated increases dependent on extent of cost savings going
forward and market scenario.

Near-term demand outlook - Price inflation has impacted demand to some extent in T3/T4
markets while some downtrading seen in T1/T2 markets, but inherent demand trends
remains strong as seen since February if current situations persist and there are no further
setbacks or further increase in material costs or pandemic impact.

Waterproofing business - Looking at attaining leadership in the retail waterproofing space
by launching unique and first to India products, focus on solutioning compared to the product
focus on MNC players in the space.

Home décor business and bath/kitchen business profitability - Sleek should become
profitable in FY23, bath business is already profitable, acquired businesses in lighting is highly
profitable, expect the entire home décor segment to become profitable in the next 3-4 years.

Market-wise growth outlook - T1/T2 markets have grown faster in FY22, T3/T4 markets
contribute about 40% and T1/T2 markets contribute 60%, distribution expansion in T3/T4
markets has helped, normal monsoon this year should help demand, further price hikes can
start deferring demand in those markets.

International business currency issue - 13.5% contribution to revenues from international
geographies; SL, Egypt and Ethiopia where currency is an issue contribute 5-6% of total
consolidated revenues.

Distribution saturation- Do not see a saturation in dealer touchpoints for the next 5-10
years with new dealers and markets coming up with increase in population and consumption,
will continue expanding distribution.

Backward integration - Keep exploring backward integration opportunities across product
segments both organically and inorganically.

RM inflation impact on gross margins - Have seen 32-34% material inflation yoy and have
taken 24-25% price hike, have lost about 400-450bps gross margins, remaining deficit of 4%
which gets covered by product mix and cost efficiencies, mix impact dilution seems to have
increased to 9-10% vs 4-6% normally in 4Q.

Management bandwidth for home improvement business - Progressively adding relevant
mid to senior level people on sales/marketing/design along with entry into new categories.

Margin outlook in light of increasing competition - Do not expect a significant change in mix
in coming quarters, currently at 40% GM vs historical highs of 44-45% which looks
unrealistic, will cautiously take up prices further to target around 42% GMs and 18-20%
EBITDA margins going forward as do not want to disrupt demand.

Risk to FY23 volume growth given high base of FY22 and 25% price increase - Growth has
been strong not only for FY22 but for the last 2 and 3 years as well, 4Q volume growth was
quite strong at 8% which gives confidence on future outlook; new categories, increase in
distribution, premiumization should all help drive double-digit volume growth going forward
as well despite 30% base in FY22.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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FINANCIALS

Exhibit 11: Balance Sheet

Asian Paints Ltd

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Equity capital 959 959 959 959 959
Reserves 104,378 127,104 137,156 156,496 180,475
Net worth 105,337 132,291 141,991 161,330 185,309
Debt 3,547 3,402 7,757 7,757 7,757
Deferred tax liab (net) 4,438 4156 3,489 3,489 3,489
Other non current liabilities 7,783 7,845 8,210 8,567 8,896
Total liabilities 121,105 147,695 161,446 181,142 205,451
Fixed Asset 64,126 60,415 59,455 55,972 51,926
Investments 20,189 47,368 32,475 32,475 32,475
Other Non-current Assets 6,557 8,318 8,198 9,377 10,620
Net Working Capital 22,405 25,486 52,674 46,115 54,479
Inventories 33,898 37,986 61,530 60,369 70,553
Sundry debtors 17,952 26,022 38,714 37,588 43,929
Loans and Advances 187 176 0 0 0
Sundry creditors 21,366 33,787 41,643 45,277 52,914
Other current liabilities 16,652 20,158 24,758 29,069 33,613
Cash & equivalents 7,828 6,108 8,643 37,202 55,950
Total Assets 121,105 147,695 161,446 181,142 205,451
Source: Company, YES Sec
Exhibit 12: Income statement
Y/e 31 Mar (Rs mn) FY20 FY21 FY22 FY23E FY24E
Revenue 202,113 217,128 291,013 346,458 404,900
Operating profit 41,618 48,556 48,036 71,827 86,265
Depreciation 5,685 7,913 8,164 8,727 9,291
Interest expense 1,023 916 954 954 954
Other income 3,043 3,031 3,800 2,436 4,131
Profit before tax 37,952 42,758 42,719 64,582 80,151
Taxes 8,549 10,976 11,029 17,092 21,192
Minorities and other 507 286 316 316 316
Adj. profit 29911 32068 32005 47805 59274
Exceptional items - - 1,157 - -
Net profit 29,911 32,068 30,848 47,805 59,274

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 13: Cashflow Statement

Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Profit before tax 38,975 43,674 43,673 65,536 81,105
Depreciation 5,685 7,913 8,164 8,727 9,291
Tax paid (8,549) (10,976) (11,029) (17,092) (21,192)
Working capital A (1,435) (30,627) (16,324) 6,559 (8,364)
Other operating items
Operating cashflow 34,678 9,983 24,483 63,730 60,839
Capital expenditure (2,749) (4,202) (7,204) (5,245) (5,245)
Free cash flow 31,929 5,781 17,279 58,486 55,595
Equity raised (12,092) 7777 - - -
Investments (1,123) 367 4,029 = =
Debt financing/disposal (2,719) (145) 4,354 - -
Interest paid (1,023) (916) (954) (954) (954)
Dividends paid (10,800) (17,118) (20,795) (28,466) (35,295)
Net A in cash 2,365 (6,521) 2,258 27,928 18,116

Source: Company, YES Sec

Exhibit 14: Du-pont analysis
Y/e 31 Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Tax burden (x) 0.79 0.75 0.75 0.74 0.74
Interest burden (x) 0.97 0.98 0.98 0.99 0.99
EBIT margin (x) 0.19 0.20 0.15 0.19 0.20
Asset turnover (x) 1.25 1.19 1.34 1.42 1.47
Financial leverage (x) 1.59 1.56 1.63 1.65 1.63
RoE (%) 29.4 27.5 24.0 323 35.0

Exhibit 15: Ratio analysis
Y/e 31 Mar FY20 FY21 FY22E FY23E FY24E
Growth matrix (%)
Revenue growth 5.0 7.4 34.0 19.1 16.9
Op profit growth 10.5 16.7 (1.1) 495 20.1
EBIT growth 9.2 121 (0.0) 50.1 23.8
Net profit growth 24.2 7.2 (0.2) 494 24.0
Profitability ratios (%)
OPM 20.6 224 16.5 20.7 21.3
EBIT margin 19.3 20.1 15.0 18.9 20.0
Net profit margin 14.8 14.8 11.0 13.8 14.6
RoCE 36.5 35.7 30.6 411 44.8
RoNW 294 27.5 24.0 323 35.0

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Asian Paints Ltd

Y/e 31 Mar FY20 FY21 FY22E FY23E FY24E
RoA 18.4 17.6 14.8 19.6 21.5
Per share ratios
EPS 31.2 33.4 33.4 49.8 61.8
Dividend per share 7.6 17.8 19.2 29.7 36.8
Cash EPS 37.1 41.7 419 58.9 71.5
Book value per share 109.8 137.9 148.0 168.2 193.2
Valuation ratios
P)le 98.9 92.2 95.9 61.9 49.9
P/CEPS 83.1 74.0 75.8 52.3 43.1
P/B 28.1 23.1 21.4 18.8 16.3
EV/EBIDTA 71.0 60.9 61.6 40.8 33.7
Payout (%)
Dividend payout 36.1 53.4 65.0 59.5 59.5
Tax payout 22.5 25.7 25.8 26.5 26.4
Liquidity ratios
Debtor days 324 43.7 48.6 39.6 39.6
Inventory days 61.2 63.9 77.2 63.6 63.6
Creditor days 38.6 56.8 52.2 47.7 47.7
Recommendation Tracker
ASIANPAINT Reco  ===---- Nifty (RHS)
4,100 ~ r 21,000
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2,600 o Teeem oo e
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1100 | - 11,000
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity.D No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this 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 YSL and associates 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.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst’s truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

@ +91 22 68850521 | X research@ysil.in
Website: www.yesinvest.in
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Since YSL and its associates are engaged in various businesses in the financial
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