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Demand slows, rivalry grows

Birla Opus starts on a positive note; APNT takes steps to counter

We visited the markets of Ludhiana, Chandigarh, and Panchkula in Punjab
recently to understand trends for paints and the acceptance of the Birla
Opusbrand. This is our first note in the series, and we subsequently will visit
the western and southern markets for insights of a regional nature. Our
channel checks show Birla Opus has been well received, as it has achieved
a 7-10% dealer penetration in Punjab; there is positive feedback with
respect to quality and service. Dealers chose to carry Birla Opus as it is part
of the reputable Birla Group and better margin offered (refer to our note:
Birla Opus offerings to remove pain from paint released on 4 April 2024).
While it is too early to determine the impact of Birla Opus on the existing
paint companies, we believe competition will intensify as the new entrant
starts to advertise. Asian Paints (APNT IN) is likely to respond by bolstering
dealer and painter incentives.

Demand environment remains subdued

Market demand for paints remains subdued due to the General
Elections, fewer marriage days, and a structural drop in paintable areas
in homes over the years. Dealers reported muted demand for paints
during April-May, but there was strong demand for waterproofing
products ahead of the Monsoon season, with expectations of improved
paint demand in June post-elections. APNT's revenue growth for
QIFY25 is likely to be flat to low single-digit, primarily due to muted
demand, increased competition, and a high margin base in QIFY24
(24.2% standalone), leading to a likely EBITDA decline for Q1FY25.

Birla Opus market penetration rising in visited markets

Key takeaways from our visits include: 1) Birla Opus has achieved a
market penetration of 7-10% in the visited areas, with all associated
dealers equipped with Birla Opus tinting machines. Most dealers
primarily sell Asian Paints (APNT) products, accounting for 60-80% of
their sales. Birla Opus is actively expanding its sales team, and the
Allwood brand has been well-received for its superior quality. At the
dealer counters visited, Birla Opus represents 2-4% of sales, with its
growth dragging KNPL and AKZO more than APNT sales. We believe
work still needs to be done around creating a customer pull.

Our view: retain our negative stance on the sector

The rising share of Birla Opus at its dealer outlets would have a Domino
effect on other paints dealers. ANPT has increased in-bill discount in a few
markets to address competition from new entrants. We expect it to be rolled
out in other markets as Birla Opus gains momentum. APNT could double
incentives for painters & contractors and extend warranty on products. We
believe while revenue risk for APNT is low in the near term, there is a
possibility of margin risk; hence, we retain our negative stance on the sector

Grasim building capacity at 72% of APNT

s ey
Grasim (planned for FY25) 1.33
Asian Paints 1.85
Berger Paints 1.27
Kansai Nerolac 0.61
Indigo Paints 0.30
Grasim capacity as a % of 72
APNT

Note: FY24

Source: Company, Elara Securities Research

Birla Opus feedback

Positives Needs work

" Excellent paint quality
" Better coverage area;

® Creating customer pull
for the brand

however, 10%  extra

volume offer does not ® Few operational issues

significantly change that need to be

customer decision addressed: 1) stock
= Good service with delivery ~ availability, and 2) better

twice a day packaging

Source: Elara Securities Research

Birla aims for 50,000 outlets inits first year
of operations

Company Dealers
Asian Paints 160,000+
Berger Paints 55,000
Birla Opus (Grasim) 50,000+
Kansai Nerolac 33,000
Akzo Nobel 21,500
Indigo Paints 18,000+

Note: Source: Company, Elara Securities Research

Valuation

Company Ticker Rating Mcap CMP TP  Upside P/E (x] EV/EBITDA (x) ROE (%)
(INRbn) [INR) {INR) (%) FY24 FY25E FY26E FY24 FY25E FY26E FY24 FY25E FY26E

Asian Paints APNTIN  Sell 2,802 2928 2,570 (12) 513 52.2 489 | 367 363 335 315 27.1 259

Berger Paints BRGRIN  Reduce 562 482 496 3 481 47.0 417 303 284 254 237 20.9 20.8

Kansai Nerolac  KNPL IN Reduce 225 278 290 4| 41.6 32.4 29.1 20.6 19.7 17.6 . 10.5 11.9 12.5

Akzo Nobel* AKZOIN  Not Rated 121 2,660 NA NA 284 28.3 26.1 19.2 18.1 16.7 322 325 34.5

Note: pricing as on 7 June 2024, *Bloomberg estimates for Not Rated company; Source: Company, Elara Securities Estimate
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Exhibit 1: Birla Opus offerings to dealers
Offering Details Implication Impact on Asian Paints

1) Reduced working capital and lower
GST outgo for dealer, and 2) Discounts
not driven by quantity, thereby reducing
undercutting

In all luxury offerings (emulsion, wood finish and
waterproofing), Birla Opus offers 9-12% in-bill discount
vs 1-2% by APNT

Higher in-bill

High
discount vs peers '9

No pressure on
target and No volume target for the next three years Medium

inventory offtake Helps build long-term relationship with
. Lower entry slab vs peers; higher duration of 36 months (d€alers and improve visibility at the
Aggressive loyalty - . outlet
vs annual for peers; flexibility to redeem points at any —
program for o Low
dealers time in the program and freedom to choose between
trip, gold voucher and car
. Tinting machine for dealer is offered at zero investment
Zero investment R
L and consumes 40% less space than peers: it is a first in .
on tinting ) . . ) No investment for dealer Low
. the industry with exclusive software and real-time
machine . ;
updates on price & formulations
Source: Elara Securities Research
Profile of the markets we visited Paints Royale (luxury emulsion segment) has a
. i -200
= Total number of dealer in these markets — 225 from salience of 15-20%
Ludhiana, 70 from Chandigarh and 60 from = Dealers chose to carry the Birla Opusfor the following
Panchkula reasons: 1) the brand is part of the reputable Birla
*  Dominated by APNT with 75-80% market share, Group, 2) existing relationships through the 5iria
which is followed by Dulux (AKZO) and Nerolac Puz_‘g/, 3) the de5|re for an alternatl\{e to Asian Paints
(KNPL) to improve margin and return on investment (ROI),
and 4) connection with an ex-APNT salesperson
" Top selling categories are — premium emulsion (mid- currently working with the Birla Opus. Dealers are
segment), premium exterior emulsion (APNT - Apex], optimistic about the Birla Opus gaining market share

economy emulsion (APNT - 7ractor Emulsion). Asian in the medium term

Exhibit 2: Birla Opus feedback from our channel checks

Positives Need to work on

"  Quality of the paint is excellent — no complaints from customer =  Creating customer pull for the brand
L Coverage area is better; however, 10% extra volume offer does

not significantly change the decision for the customer ) )
- Few operational issues that need to be addressed: 1) stock

=  Service is good with delivery twice a day. Currently, velocity is availability, and 2) better packaging

low

Source: Elara Securities Research

Exhibit 3: Grasim building capacity at 72% of APNT

Company Existing capacity (mn tonne)
Grasim (planned for FY25) 1.33

Asian Paints 1.85

Berger Paints 1.27

Kansai Nerolac 0.61

Indigo Paints 0.30

Grasim planned capacity as 72

percentage of APNT (%)

Note: FY24; Source: Company, Elara Securities Research
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Exhibit 4: Birla Opus aims for the second-largest
dealer network in its first year of operations

Company Dealers
Asian Paints 160,000+
Berger Paints 55,000
Birla Opus (Grasim) 50,000+
Kansai Nerolac 33,000
Akzo Nobel 21,500
Indigo Paints 18,000+

Source: Company, Elara Securities Research

Exhibit 5: Widest range of 145+ products and 1,200+ SKU across products segments

Luxury O'w

Premium Calista allwood [ALLDRY]

Economy

Institutional

Source: Company, Elara Securities Research

Exhibit 6: Birla Opus franchise store at Mohali

T Remove99+
STANS EASILY

Source: Elara Securities Research
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Coverage History
Asian Paints
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-------- Not Covered Covered
AC= Analyst change
Date Rating Target Price Closing Price
8 10-May-2022  Accumulate  INR 3,400 INR 3,086
9 30-May-2022  Sell INR 2,420 INR 2,845
10 26-Jul-2022 Sell INR 2,600 INR 3,109
11 20-Oct-2022  Sell INR 2,865 INR 3,141
12 19-Jan-2023  Sell INR 2,700 INR 2,866
13 11-May-2023  Sell INR 2,900 INR 3,140
14 26-Oct-2023  Sell INR 2,600 INR 2,960
15 17-Jan-2024  Sell INR 2,840 INR 3,242
16  9-May-2024 Sell INR 2,570 INR 2,710
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Berger Paints
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-------- Not Covered Covered
AC=Analyst change
Date Rating Target Price Closing Price
6 30-May-2022  Sell INR 530 INR 605
7 8-Aug-2022 Sell INR 640 INR 675
8 10-Nov-2022 Accumulate  INR 654 INR 675
9 15-May-2023 Reduce INR 654 INR 629
22-Sept-2023* Reduce INR 545* INR 669*
10 2-Nov-2023 Reduce INR 564 INR 549
11 15-May-2024 Reduce INR 496 INR 485

Note: *Bonus 1:5
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Kansai Nerolac Paints
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-------- Not Covered Covered
AC=Analyst change
Date Rating Target Price Closing Price
12-May-2022  Reduce INR 380 INR 398
2-Aug-2022 Reduce INR 490 INR 508
9-May-2023 Reduce INR 390 INR 397
4-Jul-2023* Reduce INR 260* INR 320*
10 4-Aug-2023 Reduce INR 320 INR 327
11 6-Feb-2024 Reduce INR 335 INR 334
12 7-May-2024 Reduce INR 290 INR 284
*Bonus Issue 1:2
Guide to Research Rating
BUY Absolute Return >+20%
ACCUMULATE Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%
SELL Absolute Return <-5%
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information purposes. The sole purpose of this Note
is to provide preliminary information on the business activities of the company and the projected financial statements in order to assist the recipient in understanding
/ evaluating the Proposal. Nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred
to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment
in the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and
risks of such an investment. Nevertheless, Elara Securities (India) Private Limited or any of its affiliates is committed to provide independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Elara Securities (India) Private Limited or any of
its affiliates have not independently verified all the information given in this Note and expressly disclaim all liability for any errors and/or omissions, representations
or warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this information. Elara Securities (India) Private
Limited or any of its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in or deal as principal or
agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for or solicit investment banking
or other business from any company referred to in this Note. Each of these entities functions as a separate, distinct and independent of each other. This Note is
strictly confidential and is being furnished to you solely for your information. This Note should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This Note 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 Elara Securities (India) Private Limited or any of its affiliates to any registration or licensing requirements
within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes,
should inform themselves about and observe, any such restrictions. Upon request, the Recipient will promptly return all material received from the company and/or
the Advisors without retaining any copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that future
results or events will be consistent with this information. This Information is subject to change without any prior notice. Elara Securities (India) Private Limited or any
of its affiliates reserves the right to make modifications and alterations to this statement as may be required from time to time. However, Elara Securities (India) Private
Limited is under no obligation to update or keep the information current. Neither Elara Securities (India) Private Limited nor any of its affiliates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits
that may arise from or in connection with the use of the information. This Note should not be deemed an indication of the state of affairs of the company nor shall
it constitute an indication that there has been no change in the business or state of affairs of the company since the date of publication of this Note. The disclosures
of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report. Elara Securities (India) Private Limited generally prohibits its analysts, persons reporting to analysts and their family members from
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed to Elara Securities (India) Private
Limited. It is important to note that any dispute with respect to this research report, would not have access to stock exchange investor redressal forum or arbitration
mechanism.

Elara Securities (India) Private Limited was incorporated in July 2007 as a subsidiary of Elara Capital (India) Private Limited.

Elara Securities (India) Private Limited is a SEBI registered Stock Broker in the Capital Market and Futures & Options Segments of National Stock Exchange of India
Limited [NSE], in the Capital Market Segment of BSE Limited [BSE] and a Depository Participant registered with Central Depository Services (India) Limited [CDSL].

Elara Securities (India) Private Limited's business, amongst other things, is to undertake all associated activities relating to its broking business.

The activities of Elara Securities (India) Private Limited were neither suspended nor has it defaulted with any stock exchange authority with whom it is registered in
last five years. However, during the routine course of inspection and based on observations, the exchanges have issued advise letters or levied minor penalties on
Elara Securities (India) Private Limited for minor operational deviations in certain cases. Elara Securities (India) Private Limited has not been debarred from doing
business by any Stock Exchange / SEBI or any other authorities; nor has the certificate of registration been cancelled by SEBI at any point of time.

Elara Securities (India) Private Limited offers research services primarily to institutional investors and their employees, directors, fund managers, advisors who are
registered or proposed to be registered.

Details of Associates of Elara Securities (India) Private Limited are available on group company website www.elaracapital.com
Elara Securities (India) Private Limited is maintaining arms-length relationship with its associate entities.

Research Analyst or his/her relative(s) may have financial interest in the subject company. Elara Securities (India) Private Limited does not have any financial interest
in the subject company, whereas its associate entities may have financial interest. Research Analyst or his/her relative does not have actual/beneficial ownership of
1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research Report. Elara Securities (India)
Private Limited does not have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date
of publication of Research Report. Associate entities of Elara Securities (India) Private Limited may have actual/beneficial ownership of 1% or more securities of the
subject company at the end of the month immediately preceding the date of publication of Research Report. Research Analyst or his/her relative or Elara Securities
(India) Private Limited or its associate entities does not have any other material conflict of interest at the time of publication of the Research Report.

Research Analyst or his/her relative(s) has not served as an officer, director or employee of the subject company.

Research analyst or Elara Securities (India) Private Limited have not received any compensation from the subject company in the past twelve months. Associate
entities of Elara Securities (India) Private Limited may have received compensation from the subject company in the past twelve months. Research analyst or Elara
Securities (India) Private Limited or its associate entities have not managed or co-managed public offering of securities for the subject company in the past twelve
months. Research analyst or Elara Securities (India) Private Limited or its associates have not received any compensation for investment banking or merchant banking
or brokerage services from the subject company in the past twelve months. Research analyst or Elara Securities (India) Private Limited or its associate entities may
have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company or
third party in connection with the Research Report in the past twelve months.

Disclaimer & Standard warning

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

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its completeness, accuracy or adequacy and it
should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice,
and are only correct as of the stated date of their issue. Prices, values or income from any securities or investments mentioned in this report may fall against the
interests of the investor and the investor may get back less than the amount invested. Where an investment is described as being likely to yield income, please
note that the amount of income that the investor will receive from such an investment may fluctuate. Where an investment or security is denominated in a
different currency to the investor’s currency of reference, changes in rates of exchange may have an adverse effect on the value, price or income of or from that
investment to the investor. The information contained in this report does not constitute advice on the tax consequences of making any particular investment
decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a recommendation of
particular securities, financial instruments or strategies to you. Before acting on any recommendation in this material, you should consider whether it is suitable
for your particular circumstances and, if necessary, seek professional advice.

Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These “forward-looking statements” are not
guarantees of future performance and are based on numerous current assumptions that are subject to significant uncertainties and contingencies. Actual future
performance could differ materially from these “forward-looking statements” and financial information.
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