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Margin recovery key monitorable...

The I-direct consumer discretionary universe is likely to report flattish EBITDA margin
in FY23E due to a delay in price hikes and change in product mix with recovery
kicking in from FY24E. After sharp price hikes (of ~20%) in FY22, coverage
companies are likely to go slow on further price hikes in FY23 in fear of any demand
destruction and increased risk of down-trading. However, the topline is likely to see
~14% CAGR over FY22-24E (I-direct consumer discretionary universe) led by 8%
volume growth. We believe higher government capex, real estate recovery and
favourable demographics of India will help drive volume growth for paints, electrical
consumer durables and pipes companies, going forward. Under our coverage
universe, we like Asian Paints and Havells India. We like Asian Paints for its market
leadership position in the decorative paints and high earnings growth supported by
recovery in EBITDA margin. We also like Havells considering strong growth of its AC
and cable & wire business along with margin recovery on improved product mix &
cooling metal prices.

Paint, adhesive segment

We believe coverage paint & adhesive companies are likely to report revenue CAGR
of 13% over FY22-24E supported by volume growth of ~7-9%. Going forward, we
build in normalised EBITDA margin (i.e. pre-Covid level) for paint companies
considering growing competitive intensity and input cost pressure. EBITDA margin
is likely to recover to its pre-Covid level of ~20% only by FY24E. We believe existing
paint companies will have to sacrifice profitability in order to maintain market share.
Grasim has announced major capex for its paint division. We believe it can become
a meaningful player in paint industry over the long term on the back of its established
pan India builder material dealer networks.

Given the sharp stock price correction (~21% from its peak), we revise our rating on
market leader Asian Paints to BUY. The company is likely to report strong earning
CAGR (of ~28%) supported by recovery in EBITDA margin.

Electrical Consumer Durables

After a steep price hike (of ~18%) in FY22, ECD players have slowed down on further
price hikes, as they focus to liquidate old inventories. Companies will have to take
further price hike of ~7-10% to pass on increased input costs arising due to change
in energy norms. Further, they are sensing a possible demand destruction and
increased down trading in case of incremental price hikes. We believe while recent
price correction in metals (~20% price correction in copper) provides some relief,
the same is likely to get offset by low operating leverage and adverse product mix.
Hence we build in a flattish EBITDA margin for our coverage universe on YoY basis
in FY23E. On the topline front, AC companies are likely to report strong revenue
growth of ~30% YoY in FY23E on a favourable base. We are also positive on the
cable & wire segment given the sharp dip in copper prices and increased government
capex. Havells India is the major player in both segments. At the CMP, we revise our
rating from HOLD to BUY, valuing the company at 51xFY24E EPS, considering high
growth opportunities.

Plastic Piping

We build in volume CAGR of ~15% over FY22-24E attributable to favourable base
and higher government capex on its flagship schemes such as Jal Jeevan Mission.
The PVC prices (key raw material) were up by ~7% QoQ in Q1FY23, however is
~17% below its peak in Q3FY22. We believe EBITDA margin of coverage companies
are likely to be better than its pre-Covid level margin supported by subsiding raw
material prices on the back of easing supply concerns, better operating leverage and
improved product mix

¢ ICICI

Research

Sector view: Neutral

Top Picks in Consumer Discretionary Space

CMP Target . .
C Upside Rat
ompany [/Share) (¥/Share) pside Rating
Asian Paints 2,820 3265 16%  BUY
Havells India 1,101 1300 18%  BUY

Key Highlights

Sharp increase in crude and
metal prices led to increase in
key raw material prices of our
coverage universe in the range
of 9% to 48% YoY during FY22

Coverage companies have
already taken price hike in the
range of ~20%. After a sharp
price hikes in FY22, coverage
companies are likely to go slow
on further price hikes in FY23 in
the fear of any demand
destructions and increased risk

of down-trading

We model coverage universe’s
topline CAGR of 14% over FY22-
24E led by 8% volume growth.

We believe higher government
capex, real estate recovery and
favourable demographics of
India will help drive volume
growth for paints, -electrical
consumer durables and pipes

companies going forward

Recent event & key risks

Key Risk: (i) Lower than expected

volume offtake due to significant price

increase (ii) Substantial decline in raw

material prices
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Exhibit 1: Price movement of aluminium Exhibit 2: Price movement of copper
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Top bets in Consumer Discretionary Space
Asian Paints (ASIPAI)

Asian Paints (APL) is India’s largest decorative paint company with ~ 50% value
market share. The company derives ~98% revenue from the paints business while
2% business comes from the home improvement business (kitchen and bathroom
fittings). We like Asian paints for:

e  Strong distribution network of 70,000 dealers, 2x more than the No. 2 player

e Repainting represents ~80% of total decorative paint demand. Gradual
reduction in repainting cycle would drive future paint demand. Increased
focus on the ‘water proofing & building chemical’ category will continue to

ICICI Direct Research
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. . R . - . Particular Amount
drive revenue growth for Asian Paints. Water proofing & building chemical Market Capitalzation (% Crore) 2,70,438.0
industry is pegged at ¥ 6000 crore vs. % 1.5 lakh crore in China Total Debt (FY22) (% Crore) 175.7

We model revenue, earnings CAGR of ~14%, ~28%, respectively, in FY22-24E Cash & Inv (FY22) (R Crore) 27321
supported by the company’s aggressive product launches and continuous :\ZISeCeLOIT/)L - 2323:;;:0
expansion in the tier lll, IV cities. Further moderation of raw material prices will Equity capital ( Crore) 959
provide rooms for earnings upgrade. At the CMP of ¥ 2820 (post ~21% price Face value () 10
correction from its peak) Asian paints is trading at ~54x FY24E earnings. We value
the stock at 62x FY24E EPS to arrive at revised target price of ¥ 3265/Share. We

upgrade our rating from HOLD to BUY.

Exhibit 5: Financial summary for Asian Paints

(% Crore) Y19 FY20  FY21 Frzz2 ° Y(' 13’?;; FY23E FY24e 2 Ef;‘fg
Net Sales 19240.1 20211.3 21712.8 29101.3 14.1 33133.0 37847.9 14.0
EBITDA 3765.5 4161.8 4855.6 4803.6 10.0 6096.5 7304.7 23.3
EBITDA Margin (%) 19.6 20.6 22.4 16.5 18.4 19.3

Net Profit 2213.8 27791 3206.8 3084.8 8.9 4128.9 5012.6 215
EPS (%) 23.1 29.0 334 32.2 43.05 52.27

P/E (x) 122.2 97.3 84.3 81.1 65.5 54.0

Price/Book (x) 28.6 26.7 211 19.6 18.6 16.7

Mcap/Sales (x) 14.1 13.4 125 9.3 8.2 71

RoE (%) 23.4 27.4 25.0 23.0 28.4 30.9

RoCE (%) 28.9 30.5 29.6 271 33.3 36.8

Source: Company, ICICI Direct Research

Havells India (HAVIND)

Havells India (HIL) is India’s leading electrical appliances & equipment manufacturer
with a diversified product portfolio consisting of switchgears, cables, electrical
consumer durables and lighting & fixtures. Apart from ‘Havells’, other major brands
include Crabtree, Standard, Reo and Lloyd. We like Havells for:

e Inallits business segments, Havells has a strong presence in the organised
product category with market share ranging between 6% and 20%

e Robust balance sheet with RoE & RoCE of 20% & 25%, respectively (five-
year average), with stringent working capital policy

e Revival in the Lloyd business through new launches and improvement in
segment margin

e It aims to increase its town penetration from current 1150 to 2000 and retail
touch points from 1.6 lakh to 2.5 lakh over the next five years

e Total ~1.7 crore new houses under PMAY, urbanisation and rising
aspiration level will give a significant boost to demand for home appliances

We build in revenue, earnings CAGR of ~13%, 16%, respectively, in FY22-24E. At
the CMP of ¥ 1101 (post ~27% price correction from its peak) Havells is trading at
~43x FY24E earnings. We value the stock at 51x FY24E EPS to arrive at revised target
price of ¥ 1300/Share. We upgrade our rating from HOLD to BUY.

ICICI Securities | Retail Research
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Particular Amount
Market Capitalization (% Cr) 68,691.4
Total Debt (FY22) (% Cr) 395.5
Cash and Inv (FY22) (X Cr) 2,689.3
EV (Z Cr) 66,397.7
52 week H/L 1504 /977
Equity capital (X Cr) 62.6
Face value (%) 1.0
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Exhibit 6: Financial summary for Havells India

5Year CAGR 2Year CAGR

Z Crore FY19 FY20 FY21 FY22 (FY17-22) FY23E FY24E (FY22-24E)

Net Sales 10067.8 9429.2 10427.9 13888.5 17.8 15725.5 17867.3 13.4

EBITDA 1183.9 1027.4 1565.2 1757.6 16.4 1827.0 2294.1 14.2
EBITDA Margin (%) 11.8 10.9 15.0 12.7 11.6 12.8

PAT 187.4 733.0 1039.6 1194.7 17.2 1258.8 1604.6 15.9
EPS (%) 12.6 1.7 16.7 19.1 20.2 25.7
P/E (x) 87.2 93.7 66.1 57.5 54.6 42.8
Price/Book Value (x) 16.4 16.0 13.3 1.5 1.7 1.5
Mcap/Sales 6.8 1.3 6.6 49 4.4 3.8
RoE (%) 18.8 17.0 20.1 19.9 21.5 26.9
RoCE (%) 254 19.6 249 23.7 255 31.9

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorises them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%;
Hold: -5% to 15%;
Reduce: -56% to -15%;

Sell: <-15%
7 )
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Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sanjay Manyal, MBA (Finance) and Hitesh Taunk, MBA (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect ou
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed the
above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companie:

mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stoc
broker. ICICI Securities is a subsidiary of ICIC| Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, ventur

capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationshi|
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financiz

interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to ft ing on a pany's fu and, a

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may ¢

may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selecte
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we wouli
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICIC
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, i

circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herei
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customer
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accountin
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, whi
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by an’
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts n
liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understan

the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.
ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co

managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the pas

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or othe
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict ¢

interest at the time of publication of this report.
Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publicatiol

of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other materic

conflict of interest various companies including the subject company/companies mentioned in this report.
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.
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