REDUCE (Maintained)
ﬁ ICICI Securities

CMP: INR 2,974 Target Price: INR 2,550 (INR 2,600) V -14% ICICI Securities Limited is the author and distributor of this report

18 July 2024 India | Equity Research | Q1FY25 results review

Asian Paints

Consumer Staples & Discretionary

Triple impact of industry slowdown, steep competition and higher commodity inflation

We model FY25E to be impacted by: (1) a slowdown in industry growth rates after strong growth over FY21-H1FY24;
(2) increase in commodity prices after deflation in FY24; and (3) steep competitive pressures. Asian Paints (APNT) will
have to make multiple tough decisions in FY25 to support either margins or market shares. While it needs to raise prices
to pass on input inflation, it also needs to raise ad-spend and feet-on-street to drive growth. Its pricing difference also
cannot be materially higher than new competitors, as large pricing gap may result in market share loss. APNT also
needs healthy profitability in the decorative business to fund the investments in its new businesses such as Beautiful
Homes/ Home Décor. While launches at bottom-of-pyramid may result in higher volume growth, value growth may

remain muted, in our view.

We model earnings decline in FY25E (first time after FY09) as well as impact
on market shares. We reckon [comfortable] competitive equilibrium in paints
is likely broken. Retain underweight on large cap paints. Maintain REDUCE.

Q1FY25 results

APNT’s revenue, EBITDA and PAT declined 2.3%, 20.2% and 24.5%,
respectively YoY. Decorative volume growth was 7% YoY. Gross margin
contracted 40bps YoY due to ~4% price cuts, inferior revenue mix and higher
commodity inflation. EBITDA margin contracted 422bps due to higher
employee cost (investments in sales/marketing staff) and higher other
expenditure (likely higher ad-spend). Standalone revenues, EBITDA and PAT
declined 2.9%, 20.3% and 20.9%, respectively YoY.

Slow-down across segments

Decorative revenues declined 3% YoY. Economy emulsions reported weak
performance but waterproofing, distempers and wood finishes did well. While
there was slowdown across regions, there are early signs of green shoots in
rural markets. There was deceleration in projects business due to elections.
Kitchen and bath business reported 5% and 10% revenue growth, respectively
YoY on favourable base. International business reported revenue decline of 2%
YoY (+1.8% in constant currency terms).

Financial Summary

Y/E March (INR mn) FY23A FY24A FY25E FY26E
Net Revenue 3,44,886 354,947 3,74928 4,03,007
EBITDA 62,598 75,850 73,428 75,366
EBITDA Margin (%) 18.2 214 19.6 18.7
Net Profit 41,668 54,141 48,522 48,786
EPS (INR) 43.4 56.4 50.6 50.9
EPS % Chg YoY 319 299 (10.4) 0.5
P/E (x) 68.5 52.7 58.8 58.5
EV/EBITDA (x) 44.9 37.1 38.2 37.2
RoCE (%) 232 247 20.2 18.7
RoE (%) 28.0 31.2 24.6 22.6
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Market Data

Market Cap (INR) 2,853bn
Market Cap (USD) 34,156mn
Bloomberg Code APNT IN
Reuters Code ASPN.BO
52-week Range (INR) 3,568 /2,670
Free Float (%) 47.0
ADTV-3M (mn) (USD) 48.6
Price Performance (%) 3m 6m 12m
Absolute 5.1 (9.8) (13.3)

Relative to Sensex (5.6) (20.2) (35.5)

Earnings Revisions (%) FY25E FY26E
Revenue (2.1) (2.1)
EBITDA (3.2) (3.2)
EPS (3.6) (3.8)

Previous Reports

10-05-2024: Q4FY24 results review
18-01-2024: Q3FY24 results review

Please refer to important disclosures at the end of this report
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Multiple headwinds in FY25

We believe, APNT is facing multiple headwinds such as: (1) increase in competitive
pressures; (2) higher commodity prices; and (3) slowdown in industry growth rates. As
Asian Paints is market leader, the onus to drive industry growth is on Asian Paints.
While it may increase distribution, step up investments in additional feet-on-street and
increase ad-spend, we believe these initiatives will show results (if any) only after a
gap of 12-18 months and may impact near-term earnings.

Investments in entry-level products may continue to impact value
growth

APNT is focussing on gaining share from smaller/unorganised players and has
introduced multiple variants in economy emulsions. It has also introduced Neobharat
latex paints. While these products may result in higher volume growth, we believe it
will be of limited relevance as value growth will remain muted.

Maintain REDUCE

We model APNT likely reporting revenue and CAGR of 6.6% and -5.1%, respectively
over FY24-26E. We believe the valuations (P/E of 58.5x FY26E) are stretched,
considering the steep increase in competitive pressures amidst sector headwinds like
slowdown and higher input prices. With limited scope for margin expansion and likely
market share decline, we believe there are multiple triggers for contraction of valuation
multiples. We maintain REDUCE with a DCF-based revised target price of INR 2,550
(earlier: INR2,600).

Key risks: Lower-than-expected competitive pressures; and steep correction in
commodity prices.
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Exhibit 1: Q1FY25 consolidated financial performance

INR mn

Net revenues

Raw materials

% of sales
Employee costs

% of sales

Other expenditure
% of sales

Total expenditure

EBITDA

EBITDA margin (%)

Other income

PBDIT

Depreciation

PBIT

Interest

PBT

Tax

% of PBT

PAT before associates & Ml
Share of profit from associates
Minority interest
Extraordinary

PAT

Adj. PAT

Q1FY25
89,697

51,546
57.5%
6,742
7.5%
14,472
16.1%
72,760

16,938
18.9%
1,562
18,500
2,277
16,223
554
15,669
4,168
27%
11,501
367
155
786
12,498
11,713

Q1FY24
91,823

52,404
57.1%
5,457
5.9%
12,750
13.9%
70,610

21,213
23.1%
1,971
23,184
1,983
21,200
458
20,743
5,301
26%
15,442
307
234
606
16,120
15,514

% YoY
(2.3)

(1.6)

40 bps
236
157 bps
135
225 bps
3.0

(20.2)
-422 bps
(20.7)
(20.2)
14.8
(23.5)
21.0
(24.5)
(21.4)
4.1
(25.5)
19.7
(33.7)
29.7
(22.5)
(24.5)

Q4FY24
87,308

49,147
56.3%
6,142
7.0%
15,105
17.3%
70,394

16,914
19.4%
1,871
18,785
2,256
16,529
541
15,988
3,488
22%
12,500
253

88
(448)
12,217
12,665

% QoQ
2.7

4.9

117 bps

9.8
48 bps
(4.2)

-117 bps

3.4

0.1
-49 bps
(16.5)
(1.5)
0.9
(1.9)
24
(2.0)
195
21.9
(8.0)
45.0
76.5
2.3
(7.5)

Source: Company data, I-Sec research

Exhibit 2: Normalised volume growth (average of past four quarter’s volume

growth)
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Source: Company data, I-Sec research
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Exhibit 3: Normalised revenue growth*
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Exhibit 4: Q1FY25 standalone financial performance
INR mn Q1FY25 Q1FY24 % YoY Q4FY24 % QoQ
Net revenues 78,816 81,140 (2.9) 74,809 54
Raw materials 44,843 45,783 (2.1) 41,382 84
% of sales 57% 56% 47 bps 55% 158 bps
Employee costs 5,145 4,046 27.2 4,659 104
% of sales 7% 5% 154 bps 6% 30 bps
Other expenditure 12,898 11,313 14.0 13,281 (2.9)
% of sales 16% 14% 242 bps 18% -139 bps
Total expenditure 62,886 61,142 2.9 59,321 6.0
EBITDA 15,930 19,998 (20.3) 15,488 2.9
EBITDA margin (%) 20.2% 24.6% -443 bps 20.7% -49 bps
Other income 2,256 2,168 4.1 1974 14.2
PBDIT 18,186 22,165 (18.0) 17,462 4.1
Depreciation 1,957 1,721 13.7 1,935 1.1
PBIT 16,229 20,444 (20.6) 15,527 4.5
Interest 304 263 15.7 306 (0.6)
PBT 15,924 20,182 (21.1) 15,221 4.6
Tax 4,000 5,098 (21.5) 3,127 27.9
% of PBT 25.1% 25.3% (0.6) 21% 22.3
PAT 11,924 15,084 (20.9) 12,094 (1.4)
Minority interest - - - - -
Extraordinary items 971 392 147.8 (531) -
PAT after Ml 12,895 15,475 (16.7) 11,563 115
Adj. PAT 11,924 15,084 (20.9) 12,094 (1.4)

Source: Company data, I-Sec research
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Operational highlights — Quarterly

Exhibit 5: Revenue growth (YoY) Exhibit 6: Gross margin
100% - Revenue growth (%) 50% - Gross margin
0% - 45% +
40% -
60% -
35% -
40% A 30% A
I 111]
g 0% III.IIIIIIIIIII IIIIIII-III III T T T T III III IIIII I.I ™1 §20% )
. 15% -
-20% A 10%
-40% - 5% A
-60% - 0% TrrrrrrrrrrTrr T T T T T T T T T T T TTTT
N O 0O O O O O 4 4 NN MM S W0 N 0O OO O O O <4 4 NN MM S S W0
5838323088333 a o d d 09 98 d NN NoNNN NN
AR AR AR AR A AR AR AR A A A AR ffftifdaoacdaacaeaddadadd
2828282222287 ¢9 FIRIRIFIFIRIRIRE
Source: Company data, I-Sec research Source: Company data, |I-Sec research
Exhibit 7: EBITDA margin Exhibit 8: PAT growth (YoY)
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Exhibit 9: Staff cost and other expenditure as % of net Exhibit 10: Effective tax rate
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Operational highlights — Annual

Exhibit 11: Revenues and growth rates Exhibit 12: EBITDA margin
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Exhibit 13: PAT and growth rates Exhibit 14: RoE and RoCE
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Exhibit 15: Net working capital days Exhibit 16: Free cash-flow
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Key raw material prices

Exhibit 18: Crude oil

Exhibit 17: Titanium di-oxide
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Exhibit 20: VAM prices

Exhibit 19: Packaging material - HPDE
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Exhibit 21: Mean P/E and standard deviations
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Q1FY25 result and conference call takeaways

The decorative business (India) reported 7%/-3% volume/value growth in Q1FY25
YoY. The volume/value growth stood at 10%/7.8% in Q4FY24 YoY. Despite
challenging demand environment, APNT has registered healthy volume growth.

Value growth was primarily impacted by: (1) change in product mix; and (2) price
cuts undertaken in previous quarter. Cumulative value growth for decorative and
industrial segment stood at 2.2% YoY in Q1FY25.

Industrial business registered relatively better growth (+5.8% YoY) led by traction
in automotive coatings segment.

Paint demand in Q1FY25 was impacted by: (1) heatwaves; and (2) general
elections. Demand was weak in Apr-May'24, but there was demand revival in
Jun'24. Also, early signs of demand revival were visible in the rural demand.
Demand in tier-three and tier-four cities is showing signs of improvement.

Segments such as SmartCare waterproofing, distempers and wood finishes
registered healthy performance while economy emulsion segment posted subdued
performance.

Growth in government sector led project business was impacted due to general
elections. However, the builder and factories segments of project business
registered relatively better growth YoY. B2B demand has been relatively better
than retail.

Contribution from New products to total revenue stood at ~12% in Q1FY25.

APNT's capacity expansion and backward integration initiatives are progressing
as per schedule. In Q1FY25, APNT has expanded the Mysuru plant capacity from
300,000KL/annum to 600,000KL/annum. Thus, the total capacity at organisational
level has increased to 2,200,000KL/annum.

APNT has distribution network of 165,000 as of Jun'24.

NeoBharat latex paint business is witnessing strong demand traction across
markets. APNT aims to grab market share from unorganised players at bottom-
of-the-pyramid via NeoBharat paint variants. The company has introduced both
interior and exterior products in this category. APNT has made high investments
to promote NeoBharat product range.

APNT has launched ultra-premium product range in its wood finishes business
with brand name Woodtech Empirio.

APNT's home décor business is performing well and the company commands
leadership positions in many sub-categories. APNT has opened 61 beautiful
homes stores as of Jun'24. Also, the company has opened its second beautiful
home studio in Guwahati. It covers an area of 16,000sq.ft. APNT aims to add 15-
20 stores per year in beautiful home business category.

Kitchen and bath businesses registered 5%/10% revenue growth YoY. Healthy
growth in beautiful home business is aiding in kitchen and bath businesses due to
high co-relation in the business segments.

White Teak and Weatherseal business segments reported strong double-digit
revenue growth in Q1FY25 YoY.

APNT's international business revenues declined 2% YoY based on INR term
(+1.8% growth YoY on constant currency term). Ethiopia market reported strong
revenue growth YoY while Sri Lanka market has started to revive post weak

India | Equity Research
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Exhibit 22: Shareholding pattern

%

Promoters
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FIs/Banks, Insurance
Flls

Others

performance in past quarters. APNT reported subdued performance in Asian
market and Egypt markets.

Gross margin was primarily impacted due to input price inflation and product mix
change. However, the sourcing and formulation efficiencies have partly aided to
offset the impact of material inflation and product mix change.

Commodity inflation (if any) may continue to exert pressure on gross margin in
near-term. If the commodity inflation persists the company may increase the
product prices again in coming months.

The company aims to maintain EBITDA margin range of 18-20%.

Overall staff cost has inflated due to higher investments in recruiting additional
workforce. APNT has added employees in its newer businesses. The employee
addition has been done in business segments like waterproofing and latex paint.

In kitchen and bath business, the company is focusing on: (1) service business; (2)
expanding product portfolio via introducing newer designs; and (3)
premiumisation. Project business contributes relatively less than retail segment in
kitchen and bath business.

Currently, there is 5-6% gap in volume and value growth and it may continue in
near term.

APNT's product pricing is relatively premium to peers considering its brand equity
and product quality. The company may continue to maintain its product pricing
structure irrespective of competition.

APNT targets double-digit volume growth for Q2FY25. Key triggers for the same
are: (1) Improved demand trend in Jun'24 than Apr-May'24; (2) Signs of demand
revival in rural demand; and (3) possibility of higher stocking at dealers ahead of
festive season.

Exhibit 23: Price chart
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Financial Summary

Exhibit 24: Profit & Loss
(INR mn, year ending March )

FY23A FY24A FY25E FY26E
Net Sales 3,44,886 3,54,947 3,74,928 4,03,007
Operating Expenses 70,723 78,195 79,713 85,435
EBITDA 62,598 75,850 73,428 75,366
EBITDA Margin (%) 18.2 21.4 19.6 18.7
Depreciation & Amortization 8,580 8,630 10,995 13,049
EBIT 54,018 67,320 62,433 62,317
Interest expenditure 1,445 2,052 2,430 2,430
Other Non-operating 3865 6880 4219 4648
Income
Recurring PBT 56,439 72,148 64,221 64,535
Profit/ (Loss) from 939 1330 1,410 1494
Associates
Less: Taxes 14,935 18,464 16,184 16,263
PAT 41,504 53,684 48,038 48,272
Less: Minority Interest 774 873 925 981
Extraordinaries (Net) (358) 883 - -
Net Income (Reported) 41,310 55,024 48,522 48,786
Net Income (Adjusted) 41,668 54,141 48,522 48,786
Source Company data, I-Sec research
Exhibit 25: Balance sheet
(INR mn, year ending March )
FY23A FY24A FY25E FY26E
Total Current Assets 1,38,382 1,43,354 157,731 1,71,595
of which cash & cash eqv. 8,438 10,840 17,757 21,139
Total Current Liabilities & 69999 74482 80501 87,256
Provisions
Net Current Assets 68,383 68,872 77,230 84,339
Investments 51,511 57,204 57,204 57,204
Net Fixed Assets 55,420 67,274 78,279 88,878
ROU Assets - - - -
Capital Work-in-Progress 10,196 26,984 26,984 26,984
Total Intangible Assets 2,285 4,192 4,192 4,192
Long Term Loans &
Advances ) ) ) )
Deferred Tax assets - - - -
Total Assets 1,87,795 2,24526 2,43,888 2,61,596
Liabilities
Borrowings 20,174 27,000 27,000 27,000
Deferred Tax Liability 3,162 3,289 3,289 3,289
Provisions - - - -
Other Liabilities - - - -
Equity Share Capital 959 959 959 959
Reserves & Surplus 158963 1,86,324 2,05686 2,23,394
Total Net Worth 1,659,922 1,87,283 2,06,646 2,24,353
Minority Interest 4,537 6,954 6,954 6,954
Total Liabilities 1,87,795 2,24526 2,43,888 2,61,596
Source Company data, I-Sec research
Exhibit 26: Quarterly trend
(INR mn, year ending March )
Sept-23 Dec-23 Mar-24 Jun-24
Net Sales 84,786 91,031 87,308 89,697
% Growth (YoY) 0.2 5.4 (0.6) (2.3)
EBITDA 17,162 20,561 16,914 16,938
Margin % 20.2 22.6 194 18.9
Other Income 1,652 1,386 1,871 1,562
Extraordinaries (6) 168 (448) 786
Adjusted Net Profit 12,058 14,467 12,665 11,713

Exhibit 27: Cashflow statement
(INR mn, year ending March )

FY23A FY24A FY25E FY26E

Operating Cashflow 42,553 65,593 58,077 58,107
Working Capital Changes (7,270) 1,913 (1,441) (3,728)
Capital Commitments (17,170) (37,172) (22,000) (23,648)
Free Cashflow 25,383 28,421 36,077 34,459
Other investing cashflow  (11,242) (3,785) - -
Cashflow from Investing
Activities (28,412) (40,958) (22,000) (23,648)
Issue of Share Capital - - - -
Interest Cost - - - -
Inc (Dec) in Borrowings 4,208 6,826 - -
Dividend paid (24,603) (27,001) (29,160) (31,078)
Others 5,762 - - -
Cash flow from Financing
Activities (14,634) (20,175) (29,160) (31,078)
Chg. in Cash & Bank (493) 4,460 6,917 3,381
balance
Closing cash & balance 8,151 12,899 17,757 21,139

Source Company data, I-Sec research

Exhibit 28: Key ratios

(Year ending March )

FY23A FY24A FY25E FY26E

Per Share Data (INR)
Reported EPS 43.4 56.4 50.6 50.9
Adjusted EPS (Diluted) 43.4 56.4 50.6 50.9
Cash EPS 52.4 65.3 62.0 64.5
Dividend per share (DPS) 25.6 28.1 30.4 324
Book Value per share (BV) 166.7 195.2 215.4 233.9
Dividend Payout (%) 59.0 499 60.1 63.7
Growth (%)
Net Sales 185 29 5.6 7.5
EBITDA 303 21.2 (3.2) 2.6
EPS (INR) 319 29.9 (10.4) 0.5
Valuation Ratios (x)
P/E 68.5 52.7 58.8 58.5
P/CEPS 56.8 455 47.9 46.1
P/BV 17.8 15.2 138 12.7
EV /EBITDA 44.9 37.1 38.2 37.2
P/ Sales 8.3 8.0 7.6 7.1
Dividend Yield (%) 0.0 0.0 0.0 0.0
Operating Ratios
Gross Profit Margins (%) 387 43.4 40.8 39.9
EBITDA Margins (%) 18.2 214 19.6 18.7
Effective Tax Rate (%) 26.5 25.6 25.2 25.2
Net Profit Margins (%) 12.1 15.3 129 12.1
Net Debt / Equity (x) (0.2) (0.2) (0.2) (0.2)
Net Debt / EBITDA (x) (0.6) (0.5) (0.7) (0.7)
Fixed Asset Turnover (x) 4.1 3.7 34 3.0
Working Capital Days 77 64 61 61
Inventory Turnover Days 80 65 64 65
Receivables Days 60 54 53 54
Payables Days 47 42 43 45
Profitability Ratios
RoCE (%) 23.2 24.7 20.2 18.7
RoE (%) 28.0 31.2 246 226
RolC (%) 34.0 36.1 293 27.0

Source Company data, I-Sec research

Source Company data, I-Sec research
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