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Asian Paints (et
The Sergey Bubka of paints

INDIA | FMCG | Company Update

Sergey Bubka is a Ukrainian pole-vaulter who broke the world record 35 times and in the
process, beat his own record 14 times. He just kept on raising the bar (literally), truly living
up to the motto of the Olympic games — Citius, Altius, Fortius (faster, higher, stronger).

We believe Asian Paints is pulling a Sergey Bubka in the paints industry. The company is
likely to tighten its grip on leveraging its existing moats — strong brand equity, an extensive
distribution network, and a well-diversified product portfolio. In the process, it will set up
new benchmarks every year. Its healthy volume growth is likely to continue in the medium
term based on: (1) aggression in gaining market share across its product categories after its
recent c.50% capacity addition, (2) launch of products in the paint category (Tractor Sparc)
at disruptive price points, (3) foray into adjacent categories (waterproofing, construction
chemicals, and very recently — sandpaper), leveraging the strength of its existing
distribution network, and (4) intense push into low-margin and high-working-capital-
intensive institutional orders. We have increased our EPS estimates for FY20/21 by 2% each
to incorporate a benign RM outlook. Simultaneously, we have raised our target multiple to
50x from 45x because it is one of the few companies within the discretionary space that has
high earnings visibility. We have also raised our target to Rs 1,785 (50x Sep-21 EPS) vs. Rs
1,580 (45x Sept-21 EPS) earlier.

Distemper segment disrupted; emulsion to follow: We believe APNT’s volume growth is
likely to remain strong for the balance three quarters of FY20 based on: (1) GST rate
reduction to 18% from 28%, which is likely to benefit APNT the most in its distemper
segment where the share of the unorganized segment is higher. This is because its pricing
premium vs. the unorganized sector has now reduced to 10% from 20-25% pre-GST; (2) a
gradual roll-out of its newly launched economy emulsion (Tractor Sparc) at a disruptive
price point on a pan-India basis. It launched Tractor Sparc at Rs 75 per litre to gain market
share from the unorganized sector whose emulsion prices are in the range of Rs 70-75/Itr.
Before the launch of Tractor Sparc, APNT’s emulsion products started from Rs 95-100 per
litre; (3) its renewed aggression in matching the competition’s price, which is generally at a
3-5% discount. Also, increased awareness among rural households about applying lower-
coat (putty and primer) before applying final coat (distempers) has aided demand of low-
end products. In addition, structural tailwinds such as shorter repainting cycles, APNT’s
express/professional painting services ensuring timely completion, and higher discretionary
spending — will aid longer term growth.

Softer RM prices will be a cherry on the cake: APNT has already cut prices by 0.4% in
1QFY20 (on a weighted average basis) mainly in enamels. We believe it is unlikely to cut
prices until the festival / wedding season (mid 3QFY20), despite softer RM prices, as it
wouldn’t want to disturb the market’s equilibrium. Our channel checks suggest that
volume growth trends for the paints industry have remained healthy for July. Moreover,
our recent interaction with Kansai’s management reiterated our contention that
decorative paints are yet to see any slowdown.

Key RM Q1FY20 Q2FY20e Q3FY20e Q4FY20e
Tio2 6% (2)% (6)% (6)%
Crude 5% (21)% (14)% (6)%

** Assuming current crude and Tio2 price hold for balance part of year

Foray into adjacent categories, leveraging existing distribution network: We like the
management’s strategy of being present in the entire value chain (painting cycle) so that it
can fully leverage its distribution network. It has made rapid strides in waterproofing
(despite the presence of a strong incumbent) based on an increased warranty period,
creating awareness among painters about the application of waterproofing material, high
dealer margins, and increased A&P spends. Also, it has recently forayed into sandpaper,
where the market remains fragmented (higher prevalence of the unorganized sector).
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Why are paint companies not materially affected by the real-estate slowdown?

Fresh painting constitutes 25% of paint demand in India. Majority of the builders
in India apply low-quality distempers (mostly purchased from unorganized
players) anticipating that home buyers will repaint using better-quality paints
(most emulsions).

Not surprisingly, the real-estate slowdown has not hurt organized players to a
material extent — because paints used on new buildings were not purchased
from them in a meaningful way in any case.

With pricing premium between organized and unorganized players reducing to
10% from 20-25%, branded paint companies are catching the tailwinds from
both sides of the business — B2B (real-estate developers / institutional clients)
and B2C (residential households).

Outlook on crude prices remains benign, given global uncertainties
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Tractor Sparc was launched at Rs 75
per litre to gain market share from
the unorganized sector, whose
emulsion prices are at Rs 70-75.
Before the launch of Tractor Sparc,
APNT’s range of emulsions started
from Rs 95-100 per litre
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Discussion on strategy deployed by the management to garner market share in the
ancillary product portfolio

Have ancillary products helped volume growth at the aggregate level?

APNT aspires to become the #1 player in waterproofing and has come out with
specific schemes in the peak season (1Q is an important season for
waterproofing) with a focus on specific territories. Within construction
chemicals, it focussed on 2-3 large products in south India. It does not want to
miss out on covering any raw material or equipment that is used in the painting
process.

Brush and roller categories do not contribute meaningfully to its revenue pool,
but earn fairly decent margins because it is able to procure them economically.
Sandpaper: To increase its presence in the value chain, APNT launched sand
paper, which is used to remove old paint. India’s sand-paper market is
fragmented with a heavy presence of the unorganised players. APNT's
sandpaper is priced at par with other branded players at Rs 12-15 while those of
unorganised players are available at about Rs 10. Dealers said that although
APNT’s product is slightly costlier, it could gradually start gaining market share
because its product quality is superior.

Waterproofing products did very well in 1QFY20. What can keep driving their
growth?

Generally, there are two types of waterproofing — one is for external walls, so
that water does not enter the house through external cracks, and the other is
for internal walls where waterproofing chemicals are mixed with putty and
primer, so that no dampness or moisture is visible on internal wall. Contractors
told us that one form of waterproofing is enough (either external or internal),
but it has to be done properly.

While Asian Paints is a rather recent entrant in waterproofing solutions, Pidilite
has been a strong player in this segment with stronger brand equity. APNT has
been able to gain meaningful market share in internal waterproofing, based on
its strong distribution network and because its product are at a substantial
discount to market leader Pidilite’s. The latter continues to be a leader in
external waterproofing (way ahead), but Asian Paints has been making gradual
gains here too, as civil contractors have started buying APNT waterproofing
material along with exterior paints, realising that its quality is at par with
Pidilite’s and price is cheaper. Civil contractors operate at low margins and
would like to save every penny possible while maintaining quality.

APNT has gained market share over Pidilite recently in other ways as well — it
offers a warranty of 7 years vs. the 5-year warranty that it offered earlier. In
response, Pidilite, which wasn’t offering any warranty earlier, has begun matching
APNT’s revised warranty. These warranties and improved product formulations
(that deliver better results) are spurring customers into bundling waterproofing
with their painting jobs.

For APNT, waterproofing margins are 7-8% while it earns 4-5% margin in paints.
APNT has started training centres across India for construction workers /
painters about how to apply waterproofing products and construction
chemicals. Higher margin and training for painters has resulted in strong growth
in waterproofing. It has been very aggressive in government contracts (it has
already big 3-4 government contracts in hand).

Yet to find a fix for adhesives
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Asian Paints has not been able to make much headway in the adhesives market
due to lower product shelf-life and low sales velocity.

Due to lower sales velocity, effectiveness reduces significantly (due to lower
shelf life) — thereby creating quality issues, which in turn leads to a poor
customer experience.

APNT’s sandpaper is available at par
with other branded players at Rs 12-
15 while that of unorganised players
is at about Rs 10
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e Asian Paints’ current distribution network consists of mainly paint stores. In
metro and tier-1 cities, these stores tend to sell only paint-related materials. As
its adhesives portfolio has to be sold through hardware stores in these areas,
getting a foothold against a strong incumbent will be challenging here.

e In tier 2/3 cities, paint stores stock up many adjacent products (are multi-
purpose), so it may be able to make some gains.

e The key decision influencer remains the carpenter — a segment with whom
Pidilite has significant influence.
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Cash Flow

Y/E Mar, Rs mn

FY19 FY20E FY21E  FY22E

Y/E Mar, Rs mn

FY19 FY20E FY21E FY22E

Net sales

Growth, %

Total income

Raw material expenses
Employee expenses
Other Operating expenses
EBITDA (Core)
Growth, %

Margin, %
Depreciation

EBIT

Growth, %

Margin, %

Interest paid

Other Income
Non-recurring Items
Pre-tax profit

Tax provided

Profit after tax

Others (Minorities, Associates)

Net Profit

Growth, %

Net Profit (adjusted)
Unadj. shares (m)
Wtd avg shares (m)

1,93,415 2,23,355 2,55,518 2,92,493
15 15 14 14
1,93,415 2,23,355 2,55,518 2,92,493

-1,13,423-1,29,303-1,47,082-1,67,526

-12,572 -14,457 -16,192 -18,135
29,799 -33,965 -38,870 -44,384
37,621 45,629 53,374 62,448
17.7 213 17.0 17.0
19.5 20.4 20.9 21.4
6,256 -7,835 -8,685 -9,485
31,365 37,795 44,689 52,963
10.5 20.5 18.2 18.5
16.2 16.9 17.5 18.1
-1,057 -1,162 -1,278 -1,406
2,331 2913 3,641 4,552
0 0 0 0
33,046 39,974 47,502 56,580
-10,966 -13,287 -15,810 -18,852
22,080 26,686 31,692 37,728
521 521 521 -521
21,559 26,165 31,171 37,206
9.5 21.4 19.1 19.4
21,559 26,165 31,171 37,206
959 959 959 959
959 959 959 959

Pre-tax profit

Depreciation

Chg in working capital

Total tax paid

Cash flow from operating activities
Capital expenditure

Chg in investments

Cash flow from investing activities
Free cash flow

Equity raised/(repaid)

Debt raised/(repaid)

Dividend (incl. tax)

Cash flow from financing activities
Net chg in cash

Opening cash balance

Closing cash balance

33,046 39,974 47,502 56,580
6,256 7,835 8,685 9,485
151 -3,907 -4,406 -5,065
-9,544-13,287-15,810-18,852
29,909 30,614 35,970 42,147
-15,491 -9,000 -8,500 -8,000
4,290 -428 -449  -472
-19,374 -9,000 -8,500 -8,000
10,535 21,614 27,470 34,147
36 0 0 0

942 0 0 0
-12,106-12,683-14,988-17,294
-11,295-12,683-14,988-17,294
-760 8,931 12,482 16,853
4,047 4,449 12,952 24,985
4,449 12,952 24,985 41,366

Balance Sheet

Y/E Mar, Rs mn

FY19 FY20E FY21E FY22E

Cash & bank
Debtors

Inventory

Loans & advances
Other current assets
Total current assets
Investments

Gross fixed assets
Less: Depreciation
Add: Capital WIP
Net fixed assets
Total assets

Current liabilities

Total current liabilities
Non-current liabilities
Total liabilities

Paid-up capital

Reserves & surplus
Shareholders’ equity
Total equity & liabilities

4,449 12,952 24,985 41,366
19,134 22,029 25,202 28,849
31,499 36,104 41,303 47,280

942 942 942 942
14,004 14,004 14,004 14,004
70,028 86,0311,06,4361,32,441
25,697 26,125 26,574 27,045
72,558 81,558 90,058 98,058

-14,046 -21,881 -30,565 -40,050

2,097 2,097 2,097 2,097

60,609 61,774 61,590 60,105
1,56,333 1,73,931 1,94,599 2,19,591

45,909 49,503 53,468 58,027
45,909 49,503 53,468 58,027
11,632 11,632 11,632 11,632
57,542 61,135 65,100 69,659
959 959 959 959
94,202 1,07,684 1,23,8671,43,779
98,792 1,12,795 1,29,49911,49,932
1,56,333 1,73,931 1,94,599 2,19,591

Source: Company, PhillipCapital India Research Estimates
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Valuation Ratios

FY19 FY20E FY21E FY22E

Per Share data

EPS (INR)

Growth, %

Book NAV/share (INR)
FDEPS (INR)

CEPS (INR)

CFPS (INR)

DPS (INR)

Return ratios

Return on assets (%)
Return on equity (%)
Return on capital employed (%)
Turnover ratios
Asset turnover (x)
Sales/Total assets (x)
Sales/Net FA (x)
Working capital/Sales (x)
Receivable days
Inventory days
Payable days
Working capital days
Liquidity ratios
Current ratio (x)
Quick ratio (x)
Interest cover (x)
Total debt/Equity (%)
Net debt/Equity (%)
Valuation

PER (x)

PEG (x) - y-o-y growth
Price/Book (x)

EV/Net sales (x)
EV/EBITDA (x)
EV/EBIT (x)

22.5 27.3 325 38.8

9.5 21.4 19.1 19.4
99.2 1133 1301 150.9
22.5 27.3 325 38.8
29.0 35.4 41.6 48.7
28.3 28.4 33.2 38.7
10.5 11.0 13.0 15.0

15.7 16.9 17.9 18.9
22.7 24.1 25.0 25.7
223 23.7 24.8 25.9

2.6 2.7 2.9 3.2
13 1.4 1.4 1.4
3.5 3.7 4.1 4.8
0.1 0.1 0.1 0.1
36.1 36.0 36.0 36.0
59.4 59.0 59.0 59.0
102.1 96.9 92.4 88.4
37.1 38.5 40.0 41.2

1.5 1.7 2.0 2.3
0.8 1.0 1.2 1.5
29.7 325 35.0 37.7
6.5 5.7 5.0 4.3
1.8 (6.2) (15.0) (24.3)

70.6 58.2 48.8 40.9
7.4 2.7 2.6 21
16.0 14.0 12.2 10.5
7.9 6.8 5.9 5.1
40.5 33.2 28.2 23.8
48.6 40.1 33.6 28.1
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one
year.

Rating Criteria Definition

BUY >= +15% Target price is equal to or more than 15% of current market price

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.

Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.
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Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1.  The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.

9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:

o

Sr.no. | Particulars Yes/No

1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL

2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of No
the company(ies) covered in the Research report

3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report

5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether
trading/investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. PhillipCapital and any of
its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that
trading/investments in financial markets are subject to market risks and are advised to seek independent third party trading/investment advice outside
PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or
profits or capital protection or appreciation. PhillipCapital and any of its employees, directors, associates, and/or employees, directors, associates of
PhillipCapital’s group entities or affiliates is not inducing you for trading/investing in the financial market(s). Trading/Investment decision is your sole
responsibility. You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

Kindly note that past performance is not necessarily a guide to future performance.

For Detailed Disclaimer: Please visit our website www.phillipcapital.in

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report is a product of PhillipCapital (India) Pvt. Ltd. which is the employer of the research analyst(s) who has prepared the research report.
PhillipCapital (India) Pvt Ltd. is authorized to engage in securities activities in India. PHILLIPCAP is not a registered broker-dealer 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” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act
of 1934, as amended (the “Exchange Act”). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this
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report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not a
Major Institutional Investor.

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 Rosenblatt Securities Inc, 40 Wall Street 59th Floor, New York NY 10005, a registered broker dealer
in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell securities or related financial
instruments through PHILLIPCAP. Rosenblatt Securities Inc. accepts responsibility for the contents of this research report, subject to the terms set out below,
to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority
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