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CMP: Rs 3,242

Rating: NR
Target Price: NA

Stock Info

Sensex/Nifty 71,500/21,572
Bloomberg APNT IN
Equity shares (mn) 959.0

52-wk High/Low Rs 3,566/ 2,686

Face value Rs 1
M-Cap Rs 3,110bn/USD 37bn
3-m Avg volume USD 31mn
Financial Snapshot (Rs bn)
Y/E Mar FY21 FY22 FY23
Sales 217 291 345
Growth (YoY) 7.4 34.0 18.5
EBITDA Margin (%) 22.4 16.5 18.2
PAT 32 31 42
EPS (Rs) 334 33.4 44.2
PE (x) 97.1 97.1 733
EV/EBITDA (x) 63.7 64.5 49.4
P/BV (x) 243 22.5 19.4
EV/Sales 14.3 10.6 9.0
RoOE (%) 28.0 24.0 28.5
RoCE (%) 24.2 21.0 24.4
Net gearing (x) 0.0 0.1 0.1
Shareholding Pattern (%)

Dec23 Sept 23 Jun 23
Promoter 52.6 52.6 52.6
—Pledged - - -
Fll 17.3 17.7 17.5
DIl 10.5 10.0 10.0
Others 19.5 19.7 19.9
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Strong volume and margin delivery with positive near-term outlook

Asian Paints (APNT) delivered a revenue/EBITDA/PAT growth of
5.4%/27.6%/34.5%, a beat on consensus earnings with better-than-expected
volume and margin performance, partially offset by inferior mix and muted
international business. Volume growth in decorative paints sustained the 4-year
trajectory ~15% coming in at 12% for 3Q, despite some relative softening post the
strong festive season led by a pick-up in Tier 3,4 and rural markets. A deterioration
in mix in favor of economy products and a 1% price cut led to a lower growth in
value terms. Margins reached multi-year highs given continued material deflation.
Going forward, the company expects to sustain a double-digit volume growth
which should help deliver a high single-digit revenue growth for the next 4-5
quarters. We believe the management guidance of 18-20% EBITDA margins looks
conservative in light of continued weakness in input prices. Gross margin cushion
to significantly increase brand building spends, aggressive thrust on innovative
products and services, upcoming backward integration projects from CY26 and
strong scale-up in home décor business should position the company in a strong
position to tackle impending competition in the paints space and protect its market
share in our view.

The stock is currently trading at 54x FY25 and 49x FY26 consensus earnings for a
10%/15% expected revenue/EPS CAGR over FY23-26 with 27-28% expected ROE.
We see the current demand trends sustaining in addition to some upgrades to
consensus estimated on the margin front. Despite competition and valuation
headwinds, we see the stock sustaining current multiples given the positive volume
and margin outlook.

Quarter Financial Highlights

APNT’s 3QFY24 revenue grew 5.4% YoY led by 12% volume growth (4-yr CAGR of
15%) and 5.5% value growth (4-yr CAGR of 15%) in India decorative business
supported by strong festive demand (especially in the economy emulsions) and high
double-digit Industrial business. International business was flattish in INR terms but
up 5.2% in CC terms on account of macro-economic headwinds in key markets of
South Asia and Egypt, while margins saw a strong improvement led by operating
efficiencies and moderating RM prices. Soft raw material prices and work on
sourcing, formulation efficiencies driving margins for the company, Gross margin
expanded 504bps YoY to 43.6% and EBITDA margin expanded 393bps YoY to 22.6%.
PAT grew 35% YoY.

Presentation takeaways

Decorative business — Early signs of recovery in rural markets with similar double-
digit growth in both rural and urban; surge in economy and luxury range of products
while premium grew at a slower pace thereby impacting the mix; strong growth
continues in waterproofing segment, projects/institutional business growth led by
builder, factories and government sector.

Distribution footprint expansion — 1.62 lakh retail touchpoints now post addition of
2,000 touchpoints in Q3.

Investors are advised to refer disclosures made at the end of the research report.
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Innovation push — New products contribution increased to 12% of overall revenue
(280 new products launched and 120 patents filed in last 5-6 years with 30%
commercialized already); innovation in painting services continued with Beautiful
Homes painting services now in 650 towns, best-in-class mechanization and painting
tools being introduced.

Brand building initiatives — Targeting a pick-up in ATL spends with a focus on
improving mindshare among consumers with new celebrity and innovative
campaigns on both mainstream and digital media.

Capex — Ongoing brownfield capacity expansions in Khandala and Kasna completed,
2000cr capex to be completed by FY24-end, backward integration initiatives
progressing well.

Home Décor business — Have become No. 1 in decorative lighting, wallpapers, home
décor, No. 2 in fabrics and furnishing with 54 Beautiful Homes stores with services in
11 cities ; business contributing 4% to decorative revenue with target of reaching 8-
10% by FY26; new launches in wardobes and faucets segments in 3Q.

Kitchen and bath business — Sluggishness continues despite relative improvement in
performance, flattish revenue in kitchen and 5% drop in bath business, PBT
breakeven in kitchen and marginal loss in bath business.

White Teak and Weatherseal — Sales grew 18% YoY in White Teak lighting and 2x in
Weather seal Doors/Windows; company is expanding store network and increasing
traction across Beautiful Homes stores.

International business — Revenue flattish in INR terms, grew 5.2% in CC terms with
58% growth in PBT led by operating efficiencies and moderating RM prices, good
growth in Middle East and Africa but subdued performance in Asia especially Nepal
and Bangladesh.

Industrial business - Best-ever margins in the B2B businesses; In PPGAP,12%
revenue and 40% PBT growth driven by refinish and Auto RM segments with
moderating RM prices; in APPPG, revenue growth of 10% and PBT growth of 30%
driven by protective and powder coatings, better sales mix and moderating RM
prices.

RM Inflation and margins - Material deflation of 0.2%, took 1% price cut on top of
0.3% earlier, YTD 1.3%; GMs at 4-year high of 43.4%, up 510bps YoY.

Outlook - Expect to sustain volume momentum over next 2 quarters; uptick in govt
spending and moderating inflation to drive positive rural demand, expect soft RM
trends to persist in 4Q a well, home décor and industrial businesses to continue
scaling up well, macro headwinds to persist in some international markets like South
Asia and Egypt.

Q&A takeaways

Near-term demand outlook - Seeing recovery in Teir 3/4 markets with projects and
industrial businesses also doing quite well, so expect double-digit volume growth to
sustain over next few quarters, election dates can have a temporary impact on
demand.

RM price trends — Not seeing RM consumption increasing in large developed
markets and therefore expect deflationary trends to continue in key inputs despite
ongoing geopolitical issues, will look to take some more price cuts if current trends
persist which should help counter downtrading and boost volumes to some extent.
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Margin outlook — Completion of backward integration projects like
VAM/VAE/cement plants still some time away, will come towards end of CY25;
strong deflation should help maintain margins around current levels in near-term;
maintain 18-20% margin band guidance given target to significantly increase
marketing and ATL spends.

Bath and kitchen business underperformance — Despite almost a decade of
operations, these businesses have not delivered and contribute just 2% of revenue
and 0% to profits; company is now revamping its strategy by shifting from pushing
these as standalone businesses to offering them as an integral part of the integrated
home décor offering.

Revenue growth and mix guidance — Premiumization will continue with ambition to
upgrade customers, current 4-5% gap between volume and value growth should
reduce to about 3-4% but stay there as economy and mid-premium segments are
quite large (around 80%) compared to luxury segment and economy segment is
growing faster.

Home décor business - Current contribution at 4% of decorative business, work with
a target of 2.5-3-year payback for retailers of Beautiful Home stores (35 stores out of
54 have already achieved that).

Exhibit 1: Quarterly performance

Consolidated (Rs mn) Q3FY24 Q3FY23 YoY (%) Q2FY24 QoQ (%)
Revenues 91,031 86,367 5.4 84,786 74
COGS 51,336 53,058 -3.2 48,015 6.9
Gross profit 39,695 33,310 19.2 36,771 8.0
Gross Margin (%) 43.6 38.6 504 43.4 24
Employee expenses 5,702 5,038 13.2 5,961 -4.3
% of net sales 6.3 5.8 7.0

Other Expenses 13,432 12,158 10.5 13,648 -1.6
% of net sales 14.8 14.1 16.1

EBITDA 20,561 16,114 27.6 17,162 19.8
EBITDA Margin (%) 22.6 18.7 393 20.2 234
Depreciation 2,204 2,141 2.9 2,087 5.6
EBIT 18,357 13,974 314 15,075 21.8
Other Income 1,386 866 60.1 1,652 -16.1
Interest Expenses 544 414 31.5 509 6.9
PBT 19,199 14,426 33.1 16,218 18.4
Taxes 4,926 3,811 29.2 4,186 17.7
Adjusted PAT 14,273 10,614 34.5 12,033 18.6
Extra-ordinary items 0 0 0

Reported PAT 14,273 10,614 34.5 12,033 18.6
zzsac:si;rg;he profit/Loss of 479 357 291

Minority Interest 274 244 270

Profit attributable to owners 14,477 10,727 35.0 12,054 20.1
EPS 14.4 11.2 28.6 12.6 14.4

Source: Company, Systematix Institutional Research
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DISCLOSURES/APPENDIX
I.  ANALYST CERTIFICATION

I, Himanshu Nayyar, Rajesh Mudaliar; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or
issuers referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and
objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

I ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives 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(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

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

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

6. SSSIL 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 this research
report.

7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

;L" Particulars YSZ./
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No

Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the

R No
previous twelve months.

Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other

X . . . No
products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

1. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest)
or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material
conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability whatsoever for the actions of
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company
shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment
and tax consultants before taking any investment decisions based on this report.

Registration granted by SEBI to SSSIL and certification from NISM to the analyst in no way guarantee performance of SSSIL or to provide any assurance of returns to investors.
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