
For private circulation only

Rs 1588

BSE Sensex: 34,981 Nifty-50: 10,527

Volume No. X   Issue No. 03 November 23, 2018

FINANCIALS: STANDALONE

SALES OPM OP OTHER PBIDT INTEREST PBDT DEP. PBT TOTAL PAT EPS

(%) INC  TAX  (Rs)

1703 (12) 2572.47 12.9 332.3 48.95 381.25 3.19 378.06 54.31 323.75 89.65 234.1 51.4

1803 (12) 2719.35 11.1 301.14 43.79 344.93 3.5 341.43 58.22 283.21 77.5 205.71 45.2

1903 (12P) 2997.27 11.1 332.5 47.64 380.14 4 376.14 60.6 315.54 106.8 208.74 45.8

2003 (12P) 3356.94 11.6 389.4 50.5 439.9 4.4 435.5 64.24 371.27 124.37 246.89 54.2

* Annualized on current equity of Rs 45.54 crore; Face value Rs 10 each. (P): Projections. EPS is calculated after excluding the EO and relevant tax. EO: Extra-ordinary item
P: Projections. Figures in Rs crore. Source: Capitaline  Database

STOCK DATA

BSE Code : 500710

BSE Group : B

NSE Code : AKZOINDIA

Bloomberg : AKZO IN

Reuters : AKZO.BO

Par Value : Rs 10

52-week High/Low :Rs 1999 / Rs 1471

Sector :   Paints/Varnish

SHAREHOLDING PATTERN*

Category % of equity

Foreign : 1.69

Institutions : 7.73

Govt Holding : 0.00

Corporate Holding : 7.48

Promoters : 74.76

Public & Others : 8.34

Total : 100

* as on 30/9/2018
Source: Capitaline Databases

Akzo Nobel India Ltd (ANI) is one of the leading paint manufacturers in India with
flagship brand name ‘Dulux’. It has been present in India for over 100 years and is the
fourth largest player in the Paints industry.

AkzoNobel supplies quality products for every situation and surface, including paints,
lacquers and varnishes.

It manufactures and markets a wide range of coatings including powder coatings, coil
coatings, protective coatings, wood coatings, etc.

Its Coatings product range includes high quality products that are used by customers
to protect and enhance everything from ships, cars and aircraft to buildings and
consumer goods. It offers essential protection that comes in all shapes and sizes, from
the colourful coatings on consumer goods to fire protection coatings on a skyscraper.
Its technology enables it to create coatings that offer a layer of protection from extreme
climates and repetitive use. With an emphasis on caring for life, it also offers sustainable
options for coatings to the food packaging industry.

With the divestment of Specialty Chemicals business, the company is now operating in
a single segment i.e. Coatings.

The Coatings industry is dominated by organised players accounting for about 65% of
the industry’s value and the unorganised players accounting for the rest. Decorative
paints (‘Paints’) account for around 75% of the overall market in India and Performance
coatings (‘Coatings’) account for the rest. Product quality, performance and service
levels continue to be the key differentiators across this market. While decorative paints
is a B2C business, industrial coatings is essentially a B2B business and is technology
intensive with a diverse set of growth drivers, with strong emphasis on selling a solution
rather than a product

Strong parent

Currently the parent controls 74.76% equity stake in ANI.

Headquartered in Amsterdam, the Netherlands, Akzo Nobel is a leading global paints
and coatings company worldwide and a major producer of specialty chemicals. The
company employs around 35,000 people in around 80 countries, with product portfolio
includes well-known brands such as Dulux, Sikkens, International, Interpon and Eka.
Sales in 2016 were EUR 14.2 billion

Akzo Nobel India

Brighter outlook ahead
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As oil prices come down,
product prices hiked and
benefits of lower GST rates
kick in, this MNC associate’s
prospects are set to
improve

Demand for Paints depends
on the housing sector and
good monsoons whereas
Coatings demand is linked to
user industries like auto,
engineering, infrastructure
projects and consumer
durables

Host of factors will benefit the players in the paint industry

Demand for Paints depends on the housing sector and good monsoons whereas
Coatings demand is linked to user industries like auto, engineering, infrastructure
projects and consumer durables.

With the economy poised to grow, consumer spending is expected to get a boost,
resulting inter alia in higher demand for paints and coatings. India’s young population
represents a huge opportunity as more and more young Indians join the workforce
and will have disposable income available. The trend toward nuclear family augurs
well for the paint industry.

The Government’s increased emphasis on infrastructure development through a
number of programmes has been widely welcomed. Infrastructure spends have a
multiplier effect, enabling pan-industry growth, while contributing to an improved
quality of life.

The per capita paint consumption in India of about 4 kgs is still very low and as
more development takes place in the country, this figure is anticipated to increase.

The Government’s push towards rural infrastructure spends are expected to
significantly improve rural consumption. Further, rural economy could get a boost
from the increased minimum support prices farm produce and near normal monsoon
which is good for the industry.

Coatings business is dependent on business cycle and economic conditions. Demand
for Coatings is expected to increase going forward on account of higher investments
in infrastructure and increased consumer spending.

The company believes that the medium term prospects in India are favourable

Targets RoS of 15% and a RoI of >25% by 2020

In FY 2018 the company’s specialty chemicals business was sold to an affiliate of
AkzoNobel Group for Rs 320 crore.

The creation of a single Paints & Coatings company with the sale of the Specialty
Chemicals has been helping it build a laser-sharp focus in order to become an agile
as well as a stronger company. Its go-to market strategy is crystal clear now: its
2020 financial promise is to realize a Return on Sales of 15% and a Return on
Investments of >25%. In FY 2018, the company’s PAT/Sales (%) was just 7.5%
(excluding extraordinary items) and ROCE was 22%.

It will remain focused on margin improvement.

In order to meet its 2020 goals, it is making changes to the way it operates and
works together to deliver the targets, in alignment with global organisation. It is
working towards improving its profitability by selling more, improving margins,
reducing costs and standardizing while getting closer to customers.

Commissioned a new plant in Thane

In order to strengthen our leading position in powder coatings, it has commissioned
a new plant in Thane. This Rs 65 crore facility complements its existing plant capacity
in Bangalore, adding new product lines in bonded metallic and functional powder
coatings.

Strategic focus on driving innovation

Its strategic focus on driving innovation to support organic growth and profitability
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has gathered momentum. The company forayed into the waterproofing category
with Dulux Aquatech; introduced Dulux Velvet Touch Colour Motion, a first of its
kind signature wall finish that reveals subtle shades each time one views the wall
from a different angle. It also launched Dulux Platinum Glo, a premium quality,
subtlesheen, environment-friendly washable emulsion paint.

Last year, it added tinting machines to more than 2,000 new outlets and reached
out to over 15,000 sales outlets. In addition, it successfully launched
ColourFutures™ 2018 announcing ‘Heart Wood’ as the Colour of the Year.

Financial performance

In quarter ended September 2018, sales grew 8% to Rs 713.80 crore. OPM fell 30
basis points to 9.2% which saw OP rise 5% to Rs 65.65 crore.

Other income grew 4% to Rs 8.08 crore and interest cost was down 28% to Rs 47
lakh. As depreciation grew 3% to Rs 15.30 crore, PBT grew 6% to Rs 57.96 crore.
After providing for taxation (up 31% to Rs 21.21 crore; (tax incidence grew from
29.5% to 36.6%), PAT fell 5% to Rs 36.75 crore.

For the six months, sales grew 9% to Rs 1429.49 crore. OPM fell 30 basis points to
9.7% which saw OP grow 6% to Rs 138.10 crore.

Other income grew 18% to Rs 17.22 crore and interest cost was up 24% to Rs 1.36
crore. As depreciation grew 4% to Rs 30.18 crore, PBT went up 8% to Rs 123.78
crore. After providing for taxation (up 24% to Rs 43.52 crore; (tax incidence grew
from 30.6% to 35.2%), PAT grew 1% to Rs 80.26 crore.

Concluded Buyback at Rs 2100 per share in July 2018

The company closed its buyback program on 26 July 2018. Under the program
1120000 shares were brought back at Rs 2100 per share and extinguished. Thus
the equity saw reduction in paid up shares by Rs 1.12 crore.

Reduction in GST rate a big positive

In July 2018 government had cut GST rate on paints from 28% to 18%. This led to
temporary inventory rundown and other dislocations in September 2018 quarter.
However the 10% reduction is a big positive for the industry and is a big boost to
the industry’s prospects for the medium-to-long-term. As the entire GST reduction
has been passed on, paint companies will be able to hike prices to compensate for
higher raw material cost without affecting volume growth. The companies have
already hiked prices in October 2018. Recently oil prices and oil-based petro-chemical
prices have come down significantly from the high levels. Thus while product
prices have been hiked in third quarter, benefits of lower raw material prices will
also be available from fourth quarter. Moreover lower GST rates provide enough
cushion for further hike in product prices. With reasonable raw material prices,
passing off of higher raw material cost to auto and industrial customers also will be
easier without adversely affecting volumes and margins.

Valuation

For FY 2018 we expect the company to report net sales and PAT of Rs 2997.27 crore
and Rs 208.74 crore. This gives an EPS of Rs 45.8. The EPS is expected to rise to Rs
54.2 in FY 2020.  Current market price of Rs 1588, discounts FY 2020 projected
earnings by around 29 times.

Its 2020 financial promise is
to realize a Return on Sales
of 15% and a Return on
Investments of >25%. In FY
2018, the company’s PAT/
Sales (%) was just 7.5%
(excluding extraordinary
items) and ROCE was 22%.

The company closed its
buyback program on 26 July
2018. Under the program
1120000 shares were
brought back at Rs 2100 per
share and extinguished.
Thus the equity saw
reduction in paid up shares
by Rs 1.12 crore.
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AKZO NOBEL INDIA: RESULTS

1809 (3) 1709 (3) VAR. (%) 1809 (6) 1709 (6) VAR. (%) 1803 (12) 1703 (12) VAR. (%)

Sales 713.80 658.50 8 1429.49 1306.94 9 2719.35 2572.47 6

OPM (%) 9.2 9.5 9.7 10.0 11.1 12.9

OP 65.65 62.54 5 138.10 130.46 6 301.14 332.30 -9

Other inc. 8.08 7.78 4 17.22 14.54 18 43.79 48.95 -11

PBIDT 73.73 70.32 5 155.32 145.00 7 344.93 381.25 -10

Interest 0.47 0.65 -28 1.36 1.10 24 3.50 3.19 10

PBDT 73.26 69.67 5 153.96 143.90 7 341.43 378.06 -10

Dep. 15.30 14.87 3 30.18 28.97 4 58.22 54.31 7

PBT 57.96 54.80 6 123.78 114.93 8 283.21 323.75 -13

Total Tax 21.21 16.15 31 43.52 35.18 24 77.50 89.65 -14

PAT 36.75 38.65 -5 80.26 79.75 1 205.71 234.10 -12

EPS (Rs) * # # # # 45.2 51.4

* Annualized on current equity of Rs 45.54 crore; Face value Rs 10 each. (P): Projections. EPS is calculated after excluding the EO and
relevant tax. EO: Extra-ordinary item. P: Projections. Figures in Rs crore
Source: Capitaline Databases


