Berger Paints India (serea)

CMP: % 770

Target: ¥ 810 (5%)

Target Period: 12 months

February 11, 2021

Strong performance continues...

Berger's Q3FY21 performance was much ahead of our expectations on all
fronts. Overall volume growth at ~28% was largely led by decorative
segment wherein rural and semi urban regions have witnessed a continuous
trend of strong demand supported by the festive season. On the other hand,
a strong recovery in automotive sales helped in a robust revival in the
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performance of industrial paints (~15% of topline). The management has Particular Amount
reiterated strong growth momentum will continue in Q4 led by uptick in Market Capitalization (% Crore) 74,782.4
urban demgnd_and a_favourable base. We t?elleve_volume growt[h for Berger Total Debt (FY20) (% Crore] e
would be in line with market leader Asian Paints at 13% in FY20-23E o
. . ’ . . ash and Inv (FY20) (T Crore) 399.3
supported by market share gains and reduction in repainting cycles. On the BV & Crore) 749190
margin front, we believe EBITDA margin will normalise, going forward, with 5 WeeLorHe/L @) 8’24/3'90
a recovery in input prices and restoration of overheads. Equity capital (€ Crore) 97.1
Face value () 1.0

New product launches, dealer addition to drive future growth

The company has recently launched new product ‘Silk Breath Easy- Anti
bacterial’ in the decorative paint segment. It has also launched product
under the water proofing segments. Berger sees a strong growth
opportunity in the water proofing industry, going forward. The Indian water
proofing industry is pegged at ¥ 6000 crore currently compared to China
wherein the size is pegged at US$22 billion. On the distribution front, the
company plans to increase its dealer network by ~10% annually, going
forward. The current dealer network of Berger is ~30,000.
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EBITDA margin to normalise with input cost recovery 55883858
Benign input prices helped gross margin expansion to the tune of 343 bps Berger Nifty-50

YoY. However restoration of other costs restricted EBITDA margin
expansion to the tune of 212 bps to 19.6%. While the management has
indicated that the company will take price hike to offset higher input prices
going forward, we believe restoration of other costs (such as travelling &
advertisement) would lead to a normalised EBITDA margin, going forward.

YTD recovery slightly lower compared to market leader

On a YTD basis, we believe Berger's recovery on the revenue and
profitability front is slightly lower compared to Asian Paints. Asian Paints’
9MFY21 sales recovery was at ~97% while PAT was up ~2% YoY. However,
for Berger, sales and PAT recovery was at ~96% and ~92%, respectively.
We believe strong pent up demand in the urban region helped in a faster
recovery for Asian Paints in terms of margin recovery.

Valuation & Outlook

While we maintain our positive stance on the stock, the recent rally in the
stock factors in most of the positives. We maintain our HOLD rating on the
stock with a revised target price of ¥ 810/share (earlier TP ¥ 675).

Key risk to our call

®  Sharp increase in overheads or
delay in price hikes may lead to
EBITDA margin contraction

® Better than expected volume
growth vs. our estimate of
~13% for FY20-23E

Research Analyst

Sanjay Manyal
sanjay.manyal@icicisecurities.com
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Hitesh Taunk
Key Financial Summary hitesh.taunk@icicisecurities.com
R Crore) FY19 FY20 FY21E FY22E FY23E CAGR (20-23E)
Net Sales 6061.9 6365.8 6584.0 8373.2 9784.6 15.4
EBITDA 881.6 1061.0 1171.9 1421.6 1752.4 18.2
EBITDA Margin (%) 14.5 16.7 17.8 17.1 17.9
Net Profit 497.5 656.1 738.4 944.3 1201.0 22.3
EPS R) 5.1 6.8 1.6 9.7 12.4
P/E (x) 150.3 114.0 101.3 79.2 62.3
Price/Book (x) 30.2 28.1 23.7 20.6 18.1
Mcap/Sales (x) 12.3 11.7 11.4 8.9 7.6
RoE (%) 20.1 24.7 23.4 26.0 29.0
RoCE (%) 26.2 26.6 26.1 30.0 35.1

Source: Company, ICICI Direct Research



ﬂ Result Update | Berger Paints ICICI Direct Research
Exhibit 1: Variance Analysis

Q3FY21 Q3FY21E Q3FY20 YoY (%) Q2FY21 QoQ (%) Comments
Revenue 2,118.2 1,911.2 1,695.9 249 1,742.6 21.6 Strong volume growth helps drive topline growth
Other Income 15.6 15.0 14.3 9.4 23.2 -32.7
Raw Material Exp 11812 1,114.3 1,003.9 17.7 996.8 18.5 Gross .margln expan§|on t.o the tune of 343 bps YoY mainly due
to benign raw material prices
Employee Exp 128.1 118.5 104.7 22.4 114.1 12.2
Other exp 303.9  328.7 291.0 354 296.5 329 S::; expenses increased ~—140 bps YoY led by restoration of
Total Exp 1,703.2 1,561.5 1,399.6 21.7 1,407.3 21.0
EBITDA 415.0  349.8 296.3 40.1 335.2 23.8
EBITDA Margin (%) 19.6 18.3 17.5 212 bps 19.2 35 bps Better gross margin helped drive EBITDA margin during Q3
Depreciation 52.9 56.0 48.3 9.5 53.7 -1.6
Interest 8.9 11.8 12.7 -29.9 10.9 -18.7
Exceptional items
PBT 368.9 297.0 249.6 47.8 293.8 25.6
Total Tax 94.9 74.8 63.7 48.9 71.6 324
PAT 275.0 219.7 181.9 51.2 221.1 24.4 PAT largely tracking strong sales and operating profit
Key Metrics

Strong festive season coupled with opening up of metro helped

Vol th (9 28. 15. . 15.
olume growth (%) 8.0 5.0 80 50 drive volume growth during Q3FY21

Lower realisation due to change in product mix (skewed more

L o i . i} )
Realisation growth (%) 2.4 2.0 3.0 5.2 towards lower end products)

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

[ crore) FY22E FY23E Comment
Old New %Chg Old New % Chg
We factor in current quarter's performance on our revenue estimates for FY21E.
We introduce FY23E estimates with revenue CAGR of 13% in FY20-23E
EBITDA 1430.2 1427.6 (0.2) 1690.5 1752.4 3.7
We believe, stabilisation in raw material prices and restoration of some
EBITDA Margin (%) 18.4 17.1 -135bps 18.6 17.9 -69bps essential operating costs would result in a normalised EBITDA margin, going
forward
PAT 937.5 944.3 0.7 1140.9 1201.0 5.3
EPS (%) 9.7 9.7 0.7 11.8 124 5.2
Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

Current Earlier Comments
FY19E FY20E FY21E FY22E FY23E FY21E FY22E FY23E

Revenue 7772.8 8373.2 7.7 9088.6 9784.6 1.7

We model volume CAGR of 14% in FY20-23E on a lower base, focus on
Volume Gr (%) 16.3 5.6 9.0 223 11.3 4.6 24.1 13.5 new product categories (such as construction chemicals) and continued
demand staying intact in tier Il and tier lll cities
Realisation Gr (%) 0.9 (1.1) (5.2) 3.8 5.0 (5.00 (1.2) 3.0

Source: Company, ICICI Direct Research
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Conference call highlights

There were no price hikes in the decorative paints segment during
Q3FY21 but there is a possibility of price hikes, going forward, if raw
material prices continue their uptrend

Near term price hike possibility in the industrial product segment to
maintain profitability

Water proofing and construction chemical business continued to
perform strongly in Q3FY21

The company has been continuing raw material price negotiations
with its suppliers, resulting in better gross margins. However, price
recovery in some key raw materials is likely to keep gross margin
under check for the near term

In order to maintain its market share and margins from new entrant
into paint industry, the company is focusing on launching premium
products and dealer addition, going forward

The company has done a capex of ~% 500 crore for new capacity in
UP. The plant has annual decorative manufacturing capacity of ~ 3L
tonnes. It would be operational from FY22

Faster development in tier Il and tier lll cities, expansion of
distribution channel, demand from new constructions, addition of
new product lines (such as water proofing) and shift in demand from
unorganised to organised would help outpace growth of the paint
industry compared to GDP growth in the medium to long term

Strong performance of subsidiaries in Nepal and Poland post ease
in lockdown restriction. However, performance in Russia was
impacted by adverse currency movement

ICICI Securities | Retail Research
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Financial story in charts

Exhibit 4: Dealer addition and new product launches to drive topline
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Source: Company, ICICI Direct Research

Exhibit 5: EBITDA margin movement
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Source: Company, ICICI Direct Research

Exhibit 6: Better EBITDA margin to drive PAT
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Financial summary

Exhibit 7: Profit and loss statement Z crore Exhibit 8: Cash flow statement g crore

(Year-end March) FY20 FY21E FY22E FY23E
Revenue 6,365.8 6,584.0 8,373.2 9,784.6
Growth (%) 5.0 3.4 27.2 16.9
Raw material expens 3,209.2 3,055.0 4,019.1 4,647.7
Employee expenses 452.5 474.0 556.8 616.4
Other expenses 1,126.5 1,198.3 1,5632.3 1,789.6
Total Operating Exp 5,304.8 5,412.0 6,945.6 8,032.2
EBITDA 1,061.0 1,171.9 1,421.6 1,752.4
Growth (%) 20.4 10.5 21.8 22.8
Depreciation 191.0 212.0 234.4 244.6
Interest 47.0 40.6 21.5 15.8
Other Income 68.5 72.4 92.1 107.6
PBT 891.5 991.8 1,257.7 1,599.6
Total Tax 227.1 249.9 317.0 403.1
PAT 656.1 738.4 944.3 1,201.0
Source: Company, ICICI Direct Research

Exhibit 9: Balance sheet < crore
(Year-end March) FY20 FY21E FY22E FY23E
Liabilities

Equity Capital 97.1 97.1 97.1 97.1
Reserve and Surplus 2,563.0 3,060.9 3,539.1 4,040.9
Total Shareholders funds 2,660.1 3,158.0 3,636.2 4,138.0
Total Debt 535.9 470.9 315.9 135.9
Other non current liabilities 327.0 327.0 327.0 327.0
Total Liabilities 3,523.1 3,956.0 4,279.1 4,600.9
Assets

Gross Block 2,221.0 2,371.0 2,621.0 2,871.0
Less: Acc Depreciation 584.4 796.4 1,030.8 1,275.4
Total Fixed Assets 1,815.1 1,753.1 1,768.6 1,774.0
Investments 135.8 155.8 275.8 395.8
Inventory 1,278.5 1,407.0 1,674.6 1,956.9
Debtors 7141 901.9 1,032.3 1,152.7
Loans and Advances 29.0 30.3 34.4 40.2
Other CA 187.1 296.3 376.8 440.3
Cash 219.9 172.3 95.0 67.6
Total Current Assets 2,428.6 2,807.8 3,213.2 3,657.8
Creditors 1,065.8 1,064.3 1,261.7 1,501.2
Provisions 56.2 41.5 49.2 58.5
Other CL 259.9 230.4 293.1 342.5
Total Current Liabilities 1,381.9 1,336.2 1,603.9 1,902.2
Net current assets 1,046.7 1,471.6 1,609.2 1,755.6
Other non current assets 525.4 575.4 625.5 675.5
Total Assets 3,523.1 3,956.0 4,279.1 4,600.9

ICICI Direct Research

Source: Company, ICICI Direct Research
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(Year-end March) FY20 FY21E FY22E FY23E
Profit after Tax 656.1 738.4 944.3 1201.0
Add: Depreciation 191.0 212.0 234.4 244.6
(Inc)/dec in Current Assets -91.8 -426.7 -482.7 -472.0
Inc/(dec) in CL and Provisions 86.9 -45.8 267.8 298.2
Others 47.0 40.6 21.5 15.8
CF from operating activities 889.3 518.5 991.4 1287.6
(Inc)/dec in Investments 8.3 -20.0 -120.0 -120.0
(Inc)/dec in Fixed Assets -733.3 -150.0 -250.0 -250.0
Others 296.9 -50.0 -50.0 -50.0
CF from investing activities -428.2 -220.0 -420.0 -420.0
Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
Inc/(dec) in loan funds 36.0 -65.0 -155.0 -180.0
Dividend paid & dividend tax -221.4 -209.8 -466.1 -699.2
Others -294.3 -711.3 -21.5 -15.8
CF from financing activities -479.7 -346.1 -648.7 -895.0
Net Cash flow -18.6 -47.6 -71.3 -27.4
Opening Cash 238.5 219.9 172.3 95.0
Closing Cash 219.9 172.3 95.0 67.6
Source: Company, ICICI Direct Research

Exhibit 10: Key ratios < crore
(Year-end March) FY20 FY21E FY22E FY23E
Per share data (%)

EPS 6.8 1.6 9.7 12.4
Cash EPS 8.7 9.8 12.1 14.9
BV 21.4 32,5 37.4 42.6
DPS 2.3 2.2 4.8 1.2
Operating Ratios (%)

EBITDA Margin 16.7 17.8 171 17.9
PAT Margin 10.3 11.2 11.3 12.3
Asset Turnover 2.9 2.8 3.2 3.4
Inventory Days 73.3 78.0 73.0 73.0
Debtor Days 40.9 50.0 45.0 43.0
Creditor Days 61.1 59.0 55.0 56.0
Return Ratios (%)

RoE 24.7 23.4 26.0 29.0
RoCE 26.6 26.1 30.0 35.1
RolC 30.4 29.4 32,5 375
Valuation Ratios (x)

P/E 114.0 101.3 79.2 62.3
EV / EBITDA 70.6 63.9 52.3 42.5
EV / Net Sales 11.8 1.4 8.9 7.6
Market Cap / Sales 1.7 1.4 8.9 1.6
Price to Book Value 28.1 23.7 20.6 18.1
Solvency Ratios

Debt / Equity 0.2 0.1 0.1 0.0
Current Ratio 2.0 2.4 2.4 2.3
Quick Ratio 0.8 1.1 1.1 1.0

Source: Company, ICICI Direct Research
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Exhibit 11: ICICI Direct Coverage Universe (Consumer Discretionary)

CMP M Cap EPS ) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

R) TPR) Rating (R Cr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
Asian Paints (ASIPAI) 2,505 3,010 Hold 240,230 328 399 463 763 627 541 527 43.8 375 267 286 285 31.1 334 340
Astral Polytecnik (ASTPOL) 2,034 2,225 Hold 30,645 22.2 304 37.1 91.6 66.8 549 548 428 357 239 281 293 183 21.8 225
Amber Enterprises (AMBEN 3,143 3,015 Buy 9884 298 68.2 976 1053 46.1 322 359 187 140 84 153 187 65 13.0 158
Bajaj Electricals (BAJELE) 1,050 585 Buy 11,937 118 171 23.0 NM 615 456 263 202 159 10.8 147 186 83 13.0 154
Berger Paints (BERPAI) 770 810 Hold 74,782 76 9.7 124 101.3 79.2 623 639 523 425 261 300 351 234 26.0 29.0
Crompton Greaves(CROGR) 399 480 Buy 25017 79 95 120 502 419 331 376 31.9 258 31.1 348 41.1 274 284 321
EPL (ESSPRO) 220 250  Hold 6941 78 89 108 281 247 204 116 108 9.2 183 19.0 21.3 156 156 17.0
Havells India (HAVIND) 1,155 1,255 Hold 72,060 16.1 17.8 229 71.8 649 504 458 41.2 325 237 255 308 206 21.2 257
Kansai Nerolac (KANNER) 580 675 Buy 31,257 9.7 127 150 595 456 388 379 304 259 17.9 207 21.6 137 159 16.6
Pidilite Industries (PIDIND) 1,771 1,920 Buy 89,931 221 282 329 800 628 538 50.0 399 347 284 315 324 228 253 259
Polycab India (POLI) 1,324 1,385 Buy 19,712 579 67.2 797 229 197 166 153 11.9 98 21.2 244 262 181 19.0 20.1
Supreme Indus (SUPIND) 1,898 2,010 Buy 24,110 62.2 50.0 58.0 305 380 327 195 214 186 273 21.7 232 284 204 209
Symphony (SYMLIM) 1,063 1,090  Hold 7,436 13.1 298 400 809 357 266 61.3 267 19.7 16.7 357 41.8 17.1 341 387

Sector / Company

Time Techno (TIMTEC) 56 43 Hold 1,266 75 40 91 75 141 62 31 43 28 125 80 132 93 50 107
V-Guard Ind (VGUARD) 229 280 Buy 9808 42 61 7.0 541 377 325 37.2 279 241 236 279 288 16.8 21.1 21.8
Voltas Ltd (VOLTAS) 1,103 845 Hold 36,480 123 226 298 896 488 37.0 57.7 31.1 252 128 201 219 9.1 153 175

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlchl( irect.com 1 1
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"\' \
ICICI Securities Ltd. 75 S TARMINE ‘
ecu’ . Ejm stAward2012 A /
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sanjay Manyal, MBA (Finance), Hitesh Taunk, MBA (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www .icicibank.com

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

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

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

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own
investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily
a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

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

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

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

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

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

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

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

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

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

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such

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