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Immune to the virus!!

Summary

Asian Paints (APNT) reported above expected revenue while higher than expected
input cost inflation lead to in-line PAT. Overall both decorative and industrial coatings
business grew at high double digit volume and value. Decorative coatings business
benefited from continued strong demand momentum from tier 2/3/4 markets while
demand from tier 1 and metros improved sequentially. In international market; Asia,
Middle East and Africa recorded double digit volume growth. Input cost inflation led to
sharp contraction in gross margin. However, strict control over cost and operating
leverage benefits contributed towards EBITDA margin expansion. We maintain our
earnings estimates for FY22-23E. Our target stands at Rs 2444 with a revised rating of
HOLD.

Key Highlights and Investment Rationale
B Strong business recovery witnessed across categories/markets

Standalone revenue grew 46% YoY led by 48% YoY volume growth in domestic
decorative coatings. Strong performance continued in tier 2/3/4 markets while
demand in tier 1 and metro picked up further from 3QFY21. Home improvement
business grew 84%YoY driven by c. 84%YoY revenue growth in Kitchen and Bath business
respectively. In Industrial coatings; revenue from PPG-AP grew 39%YoY driven by
recovery in auto sales while revenue from AP PPG grew 63% led growth supported by
industrial liquid paints and powder coatings. Revenue from international business grew
30%YoY driven by strong double digit volume growth in Asia, Middle East and Africa.

B Input cost impacts gross margins; cost control drives EBITDA margin
Gross Margin contracted by 266bp (after 7 consecutive quarter of expansion) due to
input cost inflation. However, EBITDA Margins expanded 128bps to 19.8% due to
strict cost control and operating leverage benefits.

B Maintain our estimates; HOLD
We maintain our earnings estimates for FY22-23E. Management expects overall
demand to bounce back strongly. APNT has taken c. 2.8% price hike in May’'21 to
offset impact of inflationary raw material. We maintain our TP at Rs 2444 while our
revised rating stands at HOLD.

Q4FY21 Result Review
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CMP Rs2,556 Bloomberg / Reuters APNTIN /ASPN.BO
Potential upside / downside 4% sector Paints
Previous Rating REDUCE Shares o/s (mn) 959
V/s Consensus Market cap. (Rs mn) 24,51,805
EPS (Rs) FY22E FY23E  Market cap. (USS mn) 33,391
IDBI Capital 38.5 44.4  3-mdaily average value (Rs mn) 2,545.8
Consensus 39.3 46.1  52-week high / low Rs 2,871 /1,483
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Financial snapshot (Rs mn)
Year FY19 FY20 FY21 FY22E FY23E
Revenue 193,140 202,113 217,128 249,371 283,788
EBITDA 38,310 41,618 48,556 56,386 64,349
EBITDA (%) 19.8 20.6 22.4 22.6 22.7
Adj. PAT 22,327 27,044 31,393 36,961 42,631
EPS (Rs) 23.3 28.2 32.7 38.5 44.4
EPS Growth (%) 9.5 21.1 16.1 17.7 15.3
PE (x) 109.8 90.7 78.1 66.3 57.5
Dividend Yield (%) 0.4 0.9 0.2 0.4 0.5
EV/EBITDA (x) 64.0 58.8 50.4 43.0 37.2
RoE (%) 24.0 26.6 26.4 25.4 24.6
RoCE (%) 29.8 28.4 30.3 29.5 29.1

Source: Company; IDBI Capital Research
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Conference Call Highlights

Business operations:

Volume growth in domestic decorative segment during Q4 stood at 48%, excluding lockdown impact in base quarter
volume grew more than 30%. Management believes the volume growth is partially aided by pent up demand but
other factors like new demand, increased construction activity, new products resulted in volume growth.

Tier 2-3-4 cities continued to witness strong growth momentum in Q4 while there was a strong pick-up in metros
and tier 1 cities. Vaccination drive and lower paranoia around COVID led to strong demand from urban.

The gap between volume and value growth was lower during the current quarter (c.2%) as compared to full year
(c.5%) as demand in metros picked up resulting in sharp change in product mix i.e. more premium and luxury
emulsion. Management guided that difference between value and volume will continue to remain in the range of 3-
5%.

Projects business recovered in 2HFY21 after a slow 1H. APNT is interacting with influencers like design consultants,
interior designers, architects etc. for projects business. The business also helps APNT to get into foundation stage for
its waterproofing segment.

Renovation and repainting demand is sticky and the demand does not go away but just gets deferred. Maintenance
led demand gets deferred but is not lost whereas occasion led painting like marriage, festival etc. might get lost.
Construction cycle (c. 20-30% of APNT business) depends on real estate cycle, therefore is not very stable.

APNT has gained market share from organized and unorganized sector during the year. Currently, all factories are
open and production is on. April demand was okay as some markets were open. However, the positive is that
vaccination has started and curve is going down in big cities therefore markets should come back.

Due to inflationary raw material trend, company took price hike of 2.8% in May 2021. Gross margin expansion in
previous quarters was not only due to deflationary raw material prices but also formulation and sourcing changes
undertaken by the company.

Management believes pricing cannot be the only route for any new player to disrupt paint market. Competition will
need other levers like distribution, supply chain efficiency, product range, strong brand equity etc. to sustain.
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Industrial JV

PPG-AP (OEM business) grew by 39%YoY during the quarter led by recovery in auto sector sales and builds data. On
full year basis, revenue declined by 11%YoY as auto demand remained sporadic throughout the year. PBT grew by
+49%/-43%YoY in Q4FY21/FY21.

Strong demand in industrial liquid paints and powder segment resulted in 63%YoY growth in AP-PPG business. In
QAFY21/ FY21, PBT grew by +50%/+8%YoY respectively.

Bath & Kitchen segment

In kitchen and bath segment, company is propelling growth in the segment in collaboration with influencers like
architects, interior designers etc as well as having an entire range of home décor (furniture, lighting, furnishing etc.)
aids in reaching customers.

Kitchen business reported 84% YoY growth in Q4 supported by strong growth in components as well as full kitchen
segments. Projects business saw sequential uptick in Q4.

Bath business grew by 84% YoY with strong pickup in demand across product segments. Projects business saw good
uptick in the quarter. The segment has reported EBITDA break-even for two consecutive quarters.

Both business reported double digit growth in FY21 and have substantially reduced losses. For full year, Kitchen
business loss reduced from Rs410mn to Rs210mn whereas for bathroom business loss reduced from Rs290mn to
Rs70mn

International Business

The international market reported revenue growth of 22% in Q4 and +7% in FY21. All international units other than
Ethiopia, Bahrain and Indonesia reported double-digit growth.

PBT for international business grew by -39%/+15% in Q4FY21/FY21. Q4 profitability was impacted due to higher raw
material prices.

APNT had introduced waterproofing and premium/luxury emulsion segment in focus market which have seen good
traction. They have also launched safe painting service in certain markets.
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Exhibit 1: Actual vs. Estimates (Rs mn)

Actual IDBI Estimate % variation IDBI

Revenue 66,514 57,728 15.2%

EBITDA 13,183 12,700 3.8%
Margin(%) 19.8% 22.0%

APAT 8,521 8270 3.0%

Source: Company; IDBI Capital Research

Exhibit 2: Standalone Quarterly Snapshot (Rs mn)
Financial Snapshot Q4FY21 Q4FY20 YoY (%) Q3FY21 QoQ (%) FY21 FY20 YoY (%)
Revenues 56,708 38,790 46.2 58,728 -3.4 185,169 171,941 7.7
COGS 31,355 20,560 52.5 31,628 -0.9 100,825 95,062 6.1
Gross profit 25,353 18,230 39.1 27,100 -6.4 84,344 76,879 9.7
Gross Margin (%) 44.7 47.0 -229 bps 46.1 -144 bps 45.5 44.7 84 bps
Employee expenses 2,992 2,372 26.2 2,809 6.5 11,287 9,854 14.5
% of net sales 53 6.1 -84 bps 4.8 49 bps 6.1 57 36 bps
Other Expenses 10,136 8,100 25.1 7,749 30.8 28,125 28,454 -1.2
% of net sales 17.9 20.9 -301 bps 13.2 468 bps 15.2 16.5 -136 bps
EBITDA 12,225 7,758 57.6 16,542 -26.1 44,933 38,570 16.5
EBITDA Margin (%) 21.6 20.0 156 bps 28.2  -661 bps 24.3 22.4 183 bps
Depreciation 1,929 1,722 12.1 1,690 14.1 6,975 6,900 1.1
EBIT 10,296 6,037 70.6 14,852 -30.68 37,958 31,671 19.9
Other Income 986 651 51.4 1,214 -18.8 3,663 3,575 2.5
Interest Expenses 246 193 27.2 168 46.6 717 784 -8.6
PBT 11,036 6,495 69.9 15,898 -30.6 40,905 34,462 18.7
Taxes 2,839 1,642 72.9 4,019 -29.4 10,379 7,591 36.7
Adjusted PAT 8,197 4,853 68.9 11,879 -31.0 30,526 26,872 13.6
Extra-ordinary items 0 332 0 0 332
Reported PAT 8,197 4,521 81.3 11,879 -31.0 30,526 26,540 15.0
Diluted EPS (Rs) 8.55 4.7 81.3 12.4 -31.0 31.8 27.7 15.0

Source: Company; IDBI Capital Research
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Exhibit 3: Consolidated Quarterly Snapshot (Rs mn)
Financial Snapshot Q4FY21 Q4FY20 YoY (%) Q3FY21 Fy21 FY20 | YoY (%)
Revenues 66,514 46,356 43.5 67,885 -2.0 217,128 202,113
COGS 37,793 25,106 50.5 37,285 14 120,972 113,835 6.3
Gross profit 28,721 21,250 35.2 30,600 -6.1 96,156 88,278 8.9
Gross Margin (%) 43.2 45.8 -266 bps 45.1  -190 bps 44.3 43.7 61 bps
Employee expenses 4,121 3,356 22.8 3,883 6.2 15,408 13,661 12.8
% of net sales 6.2 7.2  -104 bps 57 48 bps 7.1 6.8 34 bps
Other Expenses 11,417 9,298 22.8 8,839 29.2 32,192 32,999 -2.4
% of net sales 17.2 20.1 -289 bps 13.0 415 bps 14.8 16.3 -150bps
EBITDA 13,183 8,596 53.4 17,879 -26.3 48,556 41,618 16.7
EBITDA Margin (%) 19.8 18.5 128 bps 26.3 -652 bps 22.4 20.6 177 bps
Depreciation 2,134 1,945 9.7 1,932 104 7,913 7,805 14
EBIT 11,049 6,651 66.1 15,947 -30.71 40,643 33,813 20.2
Other Income 754 558 35.1 979 -23.0 3,031 3,043 -04
Interest Expenses 299 257 16.4 211 41.3 916 1,023 -10.5
PBT 11,505 6,953 65.5 16,715 -31.2 42,757 35,833 19.3
Taxes 2,864 2,190 4,314 10,976 8,549
Adjusted PAT 8,640 4,763 81.4 12,401 -30.3 31,781 27,284 16.5
Extra-ordinary items 0 0 0 0 0
Reported PAT 8,640 4,763 81.4 12,401 -30.3 31,781 27,284 16.5
Share in the profit/Loss of associate 59 40 47.7 253 -76.8 286 507 -43.6
Minority Interest 178 226 -21.2 270 -34.2 675 744 -9.4
Profit attributable to owners 8,521 4,598 85.3 12,383 -31.2 31,393 27,047 16.1
EPS 8.89 4.82 84.5 12.9 -31.2 32.7 28.2 16.1

Source: Company; IDBI Capital Research
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Exhibit 4: Segmental revenue & EBIT break-up

Segmental Revenue Q4FY21 Q4FY20 YoY (%) Q3FY21 QoQ (%) FY21 FY20 YoY (%) ‘
Paint 64672 45328.8 42.7 66350 -2.5 212057 197536 7.4
Home improvement 1859 1027.1 81.0 1534 21.2 5087 4577 11.1
Segmental EBIT

Paint 12297.2 8070.3 52.4 17225.5 -28.6 45057 38900 15.8
Home Improvement -15 -222 -93.2 -8 93.6 -276 -703.9 -60.7
EBIT Margin (%)

Paint 19.01 17.80 121 bps 26.0 -695 bps 21.2 19.7 155 bps
Home Improvement -0.81 -21.60 2079 bps -0.5 -30 bps -5.4 -15.4 995 bps

Source: Company; IDBI Capital Research
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Exhibit 5: Change in estimates

(o][]
Revenue (Rs mn) 248,068
EBITDA (Rs mn) 56,243
EBITDA margin (%) 22.7%
Net profit (Rs mn) 37,226
EPS (Rs) 38.8

Source: Company; IDBI Capital Research

FY22E FY23E
New (%) Chg old New (%) Chg
249,371 0.5% 282,355 283,788 0.5%
56,386 0.3% 64,192 64,349 0.2%
22.6% 0.0 22.7% 22.7% 0.0
36,961 -0.7% 42,929 42,631 -0.7%
38.5 -0.7% 44.8 444 -0.7%

Exhibit 6: Consolidated Revenue growth trend (% YoY)

Exhibit 7: Decorative paints volume growth
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Exhibit 12: Net Profit Margin trend Exhibit 13: Earning Per share (in Rs)
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Financial Summary

Profit & Loss Account (Rs mn) Cash Flow Statement (Rs mn)
Year-end: March FY20 FY21 FY22E FY23E Year-end: March FY20 FY21 FY22E FY23E ‘
Net sales 202,113 217,128 249,371 283,788 Pre-tax profit 36,340 42,758 50,000 57,671
growth (%) 4.6 7.4 14.8 13.8 Depreciation 7,819 7,913 8,891 9,351
Operating expenses (160,495) (168,572) (192,984) (219,439) Tax paid (10,108) (10,797) (12,585) (14,516)
EBITDA 41,618 48,556 56,386 64,349 Chg in working capital (7,371) (2,065) (4,488) (4,790)

0,
growth (%) 8.6 16.7 16.1 14.1 Other operating activities (362) 916 851 851
Depreciation 7,805 7,913 8,891 9,351 )
P ( ) ( ) ( ) ( ) Cash flow from operations (a) 26,319 38,725 42,669 48,566
EBIT 33,813 40,643 47,496 54,998
Capital expenditure (4,035) (2,819) (4,000) (4,000)
Interest paid (1,023) (916) (851) (851)
Chg in investments (2,103) (2,659) - -
Other income 3,043 3,031 3,355 3,523
Other investing activities 925 - - -
Pre-tax profit 35,833 42,758 50,000 57,671
Cash flow from investing (b) (5,214) (5,478) (4,000) (4,000)
Tax (8,549) (10,976) (12,585) (14,516)
Equity raised/(repaid) - - - -
Effective tax rate (%) 23.9 25.7 25.2 25.2
Debt raised/(repaid) (2,755) 1 - -
Minority Interest (182.8) (388.6) (454.4) (524.1)
§ Dividend (incl. tax) (21,207) (4,994) (10,551) (12,789)
Net profit 27,044 31,393 36,961 42,631

Exceptional items - B ; ) Chg in monorities - N . .

Adjusted net profit 27,044 31,393 36,961 42,631 Other financing activities (690) (1,512) (1,305) (1,375)
growth (%) 21.1 16.1 17.7 15.3 Cash flow from financing (c) (24,652) (6,504) (11,856) (14,164)

Shares o/s (mn nos) 959 959 959 959 Net chg in cash (a+b+c) (3,547) 26,743 26,812 30,402
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Balance Sheet (Rs mn) Financial Ratios
Year-end: March FY20 FY21 FY22E FY23E ‘ Year-end: March FY20 FY21 FY22E FY23E ‘
Net fixed assets 54,924 51,960 47,069 41,718 Adj. EPS (Rs) 282 327 38.5 444
Investments 15064 14,697 14,697 14,697 Adj. EPS growth (%) 211 161 177 153
EBITDA margin (%) 206 224 22.6 22.7
Other non-curr assets 15,758 16,774 16,774 16,774
Pre-tax margin (%) 17.7 19.7 20.1 20.3
Current assets 75,801 120,266 156,583 197,131
ROE (%) 266 264 25.4 24.6
Inventories 33,898 37,986 43,627 49,648
ROCE (%) 284 303 29.5 29.1
Sundry Debtors 17,952 26,022 29,886 34,011 Turnover & Leverage ratios (x)
Cash and Bank 7,828 6,108 32,920 63,322 Asset turnover (x) 1.2 1.2 1.1 1.1
Total assets 161,547 203,696 235,123 270,320 Leverage factor (x) 1.6 15 1.5 1.5
Net margin (%) 134 14.5 14.8 15.0
Net Debt/Equity (x) (0.0) (0.0) (0.2) (0.3)

Shareholders' funds 105,337 132,292 158,701 188,542
Working Capital & Liquidity ratio

Share capital 959 959 959 959

Inventory days 61 64 64 64
Reserves & surplus 104,378 131,332 157,742 187,583 .

Receivable days 32 44 44 44
Total Debt 3,401 3,402 3,402 3,402 Payable days 49 73 73 73
Secured loans 3,401 3,402 3,402 3,402
Other liabilities 12,221 12,001 12,001 12,001 Valuation
Curr Liab & prov 40,588 56,002 61,019 66,375 Year-end: March - ‘

P/E (x) 90.7 78.1 66.3 57.5
Current liabilities 39,964 55,157 60,175 65,530

Price / Book value (x) 23.3 18.5 15.4 13.0
Provisions 624 844 844 844

PCE (x) 70.4 62.4 53.5 47.2
Total liabilities 56,210 71,405 76,422 81,778

EV / Net sales (x) 12.1 11.3 9.7 8.4
Total equity & liab. 161,547 203,696 235,123 270,320 EV / EBITDA (x) 53.8 50.4 43.0 372
Book Value (Rs) 110 138 165 197 Dividend Yield (%) 0.9 0.2 0.4 0.5

Source: Company; IDBI Capital Research
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