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INDIGO PAINTS LIMITED

Company Background

The company was originally incorporated as ‘Indigo Paints Private Limited' on March
28, 2000 at Pune, Maharashtra. The company is the fastest growing amongst the top
5 paint companies in India, They are the 5th largest company in the Indian decorative
paint industry in terms of their revenue from operations for Fiscal 2020, The company
manufactures a complete range of decorative paints including emulsions, enamels,
wood coatings, distempers, primers, putties and cement paints. As of September 30,
2020, Indigo Paints owns and operates 3 manufacturing facilities located in Rajasthan,
Kerala and Tamil Nadu.

Issue Details
The offer comprises Fresh Issue of Equity shares aggregating upto Rs.300Cr and Offer
for sale of Equity Shares aggregating upto ~Rs.869Cr

Issue Objectives

Particulars ‘ Rs.Cr
Expansion of the existing manufacturing facility at Tamil Nadu 150
Purchase of tinting machines and gyroshakers 50
Repayment/prepayment of all or certain of their borrowings 25
General Corporate Purposes 75

IPO Share Allotment Pattern

Number of Number of
Category Allocation Shares at Rs.1488  Shares at Rs.1490 Issue Size (Rs.Cr)

50% 3,893,064 3,891,710
Non-Institutional 15% 1,167,919 1,167,514 174
Retail 35% 2,725,145 2,724,198 406
Employee 70,000 70,000 9
Total 7,856,128 7,863,422 1169

*|ssue Size at Upper price band * Discount of Rs.148 for Employee

Outlook and Valuations

Indigo Paints is the fastest growing amongst the top 5 paint companies in India. They
are the 5th largest company in the Indian decorative paint industry. Company's revenue
from operations have grown at a CAGR of 41.9% between Fiscal 2010 and Fiscal 2018,
compared to the range of 12.1% to 13.1% recorded by the top 4 paint companies in India.
At the upper price band of Rs.1490, stock is aggressively priced at 123.5x its FY21E EPS of
Rs.12.06/- (based annualize latest earnings) However, given the company's track record,
growth aspect and management team, We recommend to subscribe the issue from a
long-term prospective.

Investment Rationale

Track record of consistent growth in a fast growing industry with significant entry
barriers

The Indian decorative paint industry presents significant entry barriers. These market
entry barriers include the development of an extensive distribution network through
relationships with dealers, the ability to set up tinting machines with dealers, as well as
significant marketing costs and the establishment of a distinct brand to gain product
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acceptance. Company's differentiated strategic approach in addressing these issues has resulted in their continued success.

Company's revenue from operations have grown at a CAGR of 41.9% between Fiscal 2010 and Fiscal 2019, compared to the range of
12.1% to 13.1% recorded by the top 4 paint companies in India. Despite Fiscal 2020 being impacted by COVID-19, their revenue from
operations have grown by 16.65% between Fiscal 2019 to Fiscal 2020, against the range of (8.8)% to 4.9% recorded by the top 4 paint
companies in India.

Differentiated products leading to greater brand recognition

Indigo Paints consistently seek to launch first-to-market products by identifying niche product opportunities and introducing products
that address these requirements. They first introduced their Metallic Emulsions in 2005 and have since entered new markets by
introducing other differentiated products with regularity, and most recently introduced their PU Super Gloss Enamel in 2016 and
Dirtproof & Waterproof Exterior Laminate in 2017, resulting in a portfolio of 7 Indigo Differentiated Products as of September 30, 2020.
As the first company in India to develop certain category-creator products, Indigo Paints has early mover advantage in the markets
they are present in, which has allowed them to set the pricing terms for these products, resulting in higher margins for these products
compared to the rest of their product portfolio.

Strategically located manufacturing facilities with proximity to raw materials

As of September 30, 2020, Indigo Paints operated 3 manufacturing facilities in India, located in the states of Rajasthan, Kerala and
Tamil Nadu. They plan their capital expenditure in advance and have periodically carried out capacity expansions at their facilities to
cater to the increased demand for their products. The aggregate estimated installed production capacity has increased progressively
over the years from 46,608 KLPA and 48,944 MTPA as of March 31, 2018 to 101,903 KLPA and 93,118 MTPA as of March 31, 2020. The
manufacturing facilities are strategically located in proximity to their raw material sources, which reduces inward freight costs and
results in lower cost of raw materials.

Extensive distribution network for better brand penetration

Paint companies are required to spend significant resources to develop their distribution network to increase the visibility and reach of
their products through direct distribution to dealers. Indigo Paints has established their distribution network gradually and strategically
through the bottom-up approach with prudent use of time, cost and resources. This helped them engage with a larger base of dealers
across Tier 3, Tier 4 Cities, and Rural Areas, which they subseguently leveraged to expand into larger cities and metros such as Kanpur,
Kochi, Thiruvananthapuram, Patna and Ranchi. They first approached dealers in these markets with their Indigo Differentiated Products,
being products with greater marketability, to improve penetration of their brand and strengthen the relationship with these dealers.
As of March 31, 2018, 2019, and 2020, their distribution network comprised 9,210, 10,246 and 11,230 Active Dealers in India, respectively.

Leveraged brand equity and distribution network to populate tinting machines

Emulsions are the largest and among the fastest growing product segment within the Indian decorative paint industry. The market
for emulsions was valued at Rs.163.9 billion in Fiscal 2019, and is expected to grow at a CAGR of 13.60% and amount to Rs.309.5 billion
by Fiscal 2024, Different shades of emulsion paints are produced through in-shop tinting machines present at dealer outlets. These
tinting machines are a prerequisite for dealers who sell emulsion paints. However, stiff resistance for installation of these machines
is encountered from dealers due to space constraints. As a result, dealers tend to install tinting machines of only recognized players.

Indigo Paints started installing tinting machines in Fiscal 2014, which gained momentum from Fiscal 2018, During the last 3 fiscals, they
installed an average of 1,223 tinting machines every fiscal, and as of September 30, 2020, they had a total of 4,603 tinting machines
across their network of dealers in India.

Focused brand-building initiatives to gradually build brand equity

Indigo Paints has strategically undertaken brand-building initiatives to gain visibility with prudent use of resources, gradually increasing
branding and marketing expenses consistent with the growth of their business. The advertisement and sales promotion expenses
represented 11.22%, 12.63%, and 12.65% of the revenue from operations in Fiscal 2018, 2019 and 2020, respectively. They have leveraged
their brand recognition and goodwill in the market for their Indigo Differentiated Products, by gradually introducing and gaining visibility
for their other product segments. This approach has allowed them to efficiently manage marketing and advertisement expenses and
yet achieve extensive brand recognition within a relatively short period of time.
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Financial Snapshot

Key Financial Indicator (Amt in Mn) FY2018 FY2019 FY2020 H1FY21
Equity share capital 286 289 290 290
Net worth 1275 1475 1971 2244
Net asset value per share 28,53 32.84 43,69 48,75
Revenue from Operations 4015 5356 6248 2594
Gross Margin 40.80% 44.27% 48.47% 47.88%
EBITDA 258 541 910 481
EBITDA % 6.43% 10.10% 14.56% 18.54%
Net Profit 129 269 478 272
Diluted EPS (Rs) 2.82 5.90 10.49 5.97
ROE 10.09% 18.22% 24.27% 1212%*
ROCE 9.89% 17.26% 27.5% 13.85%*
*Not annualized , Source: Company RHP, ACMIIL Research

Comparison With Listed Peers - FY2020
Company “otal EPS NVA P/E ROE(%)

Income(Mn)”

Indigo Paints Ltd 6248 10.49 43,39 123.5" 24.27%
Asian Paints Ltd 205,156 28.25 105.61 97.48 27.39%
Berger Paints India Ltd 64,343 6.75 27.39 115.33 24,66%
Kansai Nerolac Paints Ltd 53,055 9.67 69.77 64.19 13.72%
Akzo Nobel India Ltd 26,994 5213 271.85 47.41 19.18%

All the financial information for listed industry peers mentioned above is on a consolidated basis and is sourced from the financial statements of
the respective company for the year ended March 31, 2020 submitted to stock exchanges. P/E Ratio has been computed based on the closing mar-
ket price as on January 04 ,2021.~Indigo Paints P/E Ratio has been computed based on the Issue price and annualize September 2020 earnings.

Risk and Concern

An inability to protect, strengthen and enhance existing brand could adversely affect Indigo Paints business prospects and financial

performance.

Indigo Paints engage in a highly competitive business and any failure to effectively compete could have a material adverse effect

on the company.

Busniess Update - COVID 19

The Bank ensured availability of Services in 95+ of all branches/ ATMs,
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ACMIIL Retail Research Products

Informational Products Recommendation Products

Morning Notes Momentum Calls
Equi-Tea Positional Calls
Market Watch Smart Delivery Calls
Investor First Magazine Investment Ideas
IPO/FPO/NCD/ETF/OFS/BOND Master Trades High Risk
Market Pulse Master Trades Medium Risk
RBI Monetary Policy Techno-Funda
Union Budget Report Top Mutual Fund Schemes
Weekly Derivative Synopsis Portfolio Review
Rollover Snapshot Equity SIP
Rollover Analysis

For More Information on Retail Research Products please visit

http://www.investmentz.com/research-report/

Asit C. Mehta

INVESTMENT INTERRMEDIATES LTD.

Retail Research Desk: Information pertaining to Asit C. Mehta Investment Interrmediates Limited (ACMIIL):
ACMIIL is a SEBI registered Stock Broker, Merchant Banker, Portfolio Manager and Depository Participant.
Email: retailresearch@acm.co.in It'is also a AMFI registered Mutual Fund Distributor. It does not have any disciplinary history. Its associate/
group companies are Asit C. Mehta Commodity Services Limited, Asit C. Mehta Realty Services Pvt. Ltd, Asit
Research Analyst Registration Number: C. Mehta Forex Pvt, Ltd, Nucleus IT Enabled Services, Asit C. Mehta Financial Services Limited (all providing
services ather than stock broking merchant banking and portfolioc management services.).
INHO00002483 e o gondp o :
CIN: U65990MH1993PLC0O75388 ACMIIL/its associates and its Research analysts have no financial interest in the companies covered on
gt the report. ACMIIL/its associates and Research analysts did not have actual/beneficial ownership of one
An IS0 9001:2015 Certified Compuny per cent or more in the companies being covered at the end of month immediately preceding the date

of publication of the research report. ACMIIL/its associates or Research analysts have no material conflict
of interest, have not received any compensation/benefits for any reason (including investment banking/
merchant banking or brokerage services) from either the companies concerned/third parties with respect
to the companies covered in the past 12 months. ACMIIL/its associates and research analysts have neither
managed or co-managed any public offering of securities of the companies covered nor engaged in market
making activity for the companies being covered. Further, the companies covered neither are/nor were a
client during the 12 months preceding the date of the research report. Further, the Research analyst/s cov-
ering the companies covered herein have not served as an officer/director or employee of the companies
being covered

Disclaimer:

This report is based on information that we consider reliable, but we do not represent that it is accurate
or complete and it should not be relied upon such. ACMIIL or any of its affiliates or employees shall not be
in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in the report. To enhance transparency we have incorporated a Disclosure of
Interest Statement in this document. This should however not be treated as endarsement of the views
expressed in the report.

Follow us on:

flolinlv]Q

You are also requested to refer to the disclaimer (which is deemed to be part and parcel and is applicable
to this research report as well) : http://www.investmentz.com/disclaimer
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