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FY2020 2Q Financial Results Conference Call Presentation Summary 

 August 14, 2020 

 

 

 

Good evening everyone. I am Yuichiro Wakatsuki, chief financial officer of Nippon Paint 

Holdings.  

Thank you for taking the time late in the evening during the Bon holiday to participate in 

our conference call regarding the financial results for FY2020 2Q.  

 

This teleconference is held in both Japanese and English on a trial basis with simultaneous 

interpretation. We would like to continue this service if it is well received. We appreciate 

your feedback. 
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I would like to begin by summarizing our results of operations on page 3.  

 

In 2Q of FY2020, revenue increased and profit decreased YOY on a ‘Tanshin’ basis 

(figures based on legal disclosure), while both revenue and profit decreased YOY on a 

‘non-GAAP’ basis, as with our 1Q results. The main factors for the difference between 

‘Tanshin’ and ‘non-GAAP’ figures were acquisition effects and foreign exchange effects, as 

with the 1Q results.  

 

The key difference from the 1Q results is that our Chinese business recovered to deliver 

increase in both revenue and profits YOY. Otherwise, we saw no major changes in our 

business trends, as the automotive coatings business continued to be impacted by COVID-

19 pandemic, while both DuluxGroup and Betek Boya made steady profit contributions. In 

particular, DuluxGroup enjoyed strong performance thanks to demand driven by stay-at-

home restrictions from March. Betek Boya was on a recovery path despite the rapid 

spread of COVID infection in around April. Both of these companies achieved a revenue 
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growth on a YOY basis, while these are reference figures because they were not 

consolidated last year.   

 

A decline in raw material prices has also contributed to profits as with 1Q. 
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Please look at page 4. I would like to explain the revision to our earnings forecast for 

FY2020.  

 

As I mentioned at the time of the financial results announcement for 1Q, the impact of 

COVID-19 has remained uneven and varying across regions. Accordingly, it is still difficult 

to make reasonable estimates. However, based on the idea that an update of the base 

case with certain assumptions would be necessary, we renewed the guidance within the 

scope of voluntary disclosure. We have upwardly revised the previous forecast for 

revenue, operating profit, and EPS.  

 

The dividend was undecided at the 1Q results announcement in May, but the Board has 

resolved to distribute the same amount of interim dividend that was paid last year and 

decided on the annual dividend forecast that is also the same as in the previous fiscal 

year. While the dividend payout ratio exceeds our target of 30% based on this forecast, 

we have decided to maintain the same level of dividends as in the previous fiscal year 
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because we place priority on maintaining stable dividends and we have enough cash to 

cover the dividend payments based on this forecast. 
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This page shows the current status of economic impact of COVID-19 pandemic.  

 

The impact remains varying across regions, and we need to be properly on guard for the 

risk of the second wave hitting anywhere including Japan. In Australia, some states are 

currently under restrictions of business activities, while in New Zealand, a partial lockdown 

was re-imposed.  

 

There have been no change to our three basic policies to respond to the COVID-19 

outbreak, i.e., placing the highest priority on protecting employees and their families from 

COVID infection and etc. In fact, we recently announced to conduct PCR tests at the 

expense of the Company for all interested employees in Japan. We believe that it is 

important to continue to do what we can to protect the safety of employees, not just 

waiting for the government to take action. 
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This section provides a summary of market and business conditions in each region. 

 

Let me explain about the decorative paints business in Japan first. Revenue for this 

business declined due to suspension of construction work and delays in ordering in early 

May, around the Golden Week holidays, due to the COVID impact, coupled with the 

impact of the stretch of unfavorable weather. In the second half of the fiscal year, we still 

do not see good news coming, with heavy rainfall damage hitting many parts of the 

country and other factors. However, with weather getting fine now except that it’s hot 

and humid following the end of the rainy season, we see some signs of recovery.  

 

Regarding the decorative paints business at NIPSEA China, the DIY segment recorded 

sales at the same level as previous year, while the Project segment saw the restart of 

work at construction sites pick up in pace, recovering the loss of the busy season in March 

to record a 32% YOY growth in revenue. Although there are some concerning factors such 

as delays in construction work in the Project segment that occurred due to the heavy 

rainfall and flooding in July, cautions consumer sentiment for the risk of the second wave 
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of COVID infection, and concerns about possible economic slowdown, we expect that we 

can manage to bring the decorative paints business to deliver a full year positive growth 

YOY. 

 

In Asia excepting for NIPSEA China, the market conditions are challenging overall due to 

the COVID impact that worsened from April through June, and we expect recovery in this 

region to be slower than our assumptions prepared in May. 

 

 

  



9 

 

 

 

With regard to DuluxGroup in the Oceania segment, revenue increased 18% YOY based 

on reference figures, owing to demand driven by stay-at-home restrictions that continued 

from March. In the second half of the fiscal year, however, we need to assume the 

possibility that such special demand could slow down, as well as the impact of the second 

wave of COVID, so for the full year forecast, we are not assuming the same level of 

growth to continue.  

 

Revenue at Dunn-Edwards, our decorative paints operations in the Americas segment, 

declined slightly compared to the same period a year ago. Although the situation does not 

allow optimism, with the spread of COVID infection in California and Arizona, where many 

of our stores are located, our stores have stayed open, and we only had a slight decrease 

in revenue for the quarter, offsetting the decline in April.  

 

Regarding Betek Boya, our decorative paints operations in Europe, the market was very 

weak in April but demand has recovered following the relaxation of lockdown. As a result, 

we achieved a 17% YOY growth in revenue based on reference figures. Although we 
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cannot predict changes in the economic situation, such as exchange rate fluctuations for 

Turkish liras, our collaboration with NIPSEA in spider web management has been very 

successful, e.g. the procurement of raw materials. We have decided to publish the full-

year earnings forecast for Betek Boya, which we withdrew in May, with revenue of 31.0 

billion yen and operating profit of 2.6 billion yen before PPA* depreciation.  

 

* Purchase Price Allocation: categorization of the purchase prices into the assets and 

liabilities acquired 

 

Lastly, with regard to the automotive coatings business, the market was very challenging 

across regions in 2Q. We cannot be optimistic for the full year, even though the Chinese 

market is recovering. NIPSEA China also deals in export of parts, but is experiencing 

sluggish demand in this business.  

 

 

This is the outline of the explanation. Now I will go into the details, but I will not cover all 

the pages because I am going to provide supplemental explanation to what I have 

described heretofore. 
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Page 9 shows the Group’s consolidated 2Q financial results both on the ‘Tanshin’ and 

‘non-GAAP’ base.  

 

As you can see here, we managed to return to a double-digit revenue growth and a 

double-digit operating profit margin, albeit on ‘Tanshin’ base, despite the challenging 

market environment. 
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Page 10 provides operating results by region.  

 

In Asia, in particular, there is a large gap between the ‘Tanshin’ figures and the ‘non-

GAAP’ figures. The major reason for this is the appreciation of the yen against the Chinese 

yuan to ¥15.3 this year, compared to ¥16.2 in 2Q of the previous fiscal year. Since there 

are no M&A effects in this region, we can see that revenue declined by only about 2% on 

the ‘non-GAAP’ base.  

 

In the Japan segment, we posted operating loss. I would like to provide supplemental 

explanation on the following two points about profit margin for this segment.  

1. The decrease in sales in the automotive coatings segment includes a decline in 

royalty income from overseas subsidiaries, which impacted the profit level for this 

segment more than necessary; and 

2. Although NPHD’s headquarters costs need to be allocated globally, we have 

historically allocated all such expenses to the Japan segment. With the globalized 
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operations and reinforced business foundations such as we have now, this cost allocation 

policy is penalizing the Japan profitability more than necessary.  

We would like to review the allocation practice of such headquarters costs going forward. 
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This page shows the heat map for 2Q. 

 

Regarding the decorative paints business in China, as I mentioned earlier, the Project 

segment saw a rebound to offset the loss of busy season in March. Additionally, market 

was favorable compared to the same quarter a year ago. Under such circumstances, we 

took measures that by no means fall behind the competition but placed far greater focus 

on meeting the needs of customers. So, according to the local management, our market 

share has remained unchanged. This is strictly based on our estimates.  

 

On the other hand, in Oceania, we estimate that DuluxGroup’s dominant market share in 

retail stores and others have enabled the share to rise further.   

 

In Japan, both the automotive coatings and decorative paints markets were weak. 

However, decorative paints sales were down 13.5%, while automotive coatings sales were 

down about 50%; although the overall color is the same and dark blue, the situation is 

different for these two businesses.   
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This page shows the operating profit gap analysis for 2Q.  

 

As you can see, the acquisition effects contributed significantly to our ‘Tanshin’ base 

operating profit. 
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Starting from page 14 is the operating results analysis of each region. 

 

As shown on this page, 2Q this year was a very challenging quarter for the Japan 

segment, notably in the automotive coatings business due to a significant COVID impact 

that hit the segment from April to June. However, I believe that the market has bottomed 

out and is now on a recovery trend. 
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Under these circumstances, we have concluded an industry-academia co-creation 

agreement with the University of Tokyo, as described on page 15, and announced that we 

will work together to resolve social issues using coating technologies. 

 

We believe that we can apply our existing technologies including virus inactivation 

technology to a variety of fields, and we are aiming for joint research that goes beyond 

mere development of antivirus coatings. We expect that the antivirus coatings market has 

a huge growth potential not only in Japan, but also on a global scale. We are considering 

a variety of products and measures centering on Japan first, and will make an 

announcement on these as soon as the details are worked out.   
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Now, I would like to explain the full-year earnings forecast. 

 

As I mentioned at the beginning of this conference, there has been no major change in 

the forecast figures. As the COVID impact has continued to vary by region and industry, it 

is difficult to prepare rational estimates. However, as we have promised to focus on 

communicating with our investors, we believe that we need to prepare some base case 

scenario and inform the difference between actual results and the assumptions. 

Accordingly, we updated the FY2020 guidance to a small scale.  

 

The table on the right side of this page has forecast figures to show you a rough image of 

the changes from the previous forecast, assuming constant exchange rates. The ‘Tanshin’ 

figures on the left side reflect the yen’s appreciation against major currencies. 
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Pages 23 and 24 show our forecast for market conditions that was used to prepare the 

FY2020 earnings forecast.  

 

There is basically no change to our assumptions that the V-shaped recovery in the second 

half of the fiscal year is unlikely. We made relatively cautious estimates for the decorative 

paints business in China. In the meantime, while we project that automobile sales in the 

U.S. are rather weak, we assume that production is recovering at automakers as 

inventory level of new automobiles is running low. 
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Pages 25 onwards show our assumptions for each region.  

 

Our assumptions for NIPSEA China was revised upward, while those for Asia excepting for 

NIPSEA China were revised downward as shown on page 25; our assumptions for the 

Japan segment were revised downward and those for the Oceania segment were 

unchanged as shown on page 26; as for the Americas segment, as well as the Betek Boya 

in the Others segment, we assume improvement, as described on page 27. Regarding 

operating profit margins, we assume a slight increase in raw material price assumptions, 

and this will erode operating profit to some extent. Overall, we assume an improvement 

in operating profit margins. 

 

 

Page 29 onwards provide the 1H figures and the details of adjustment items for use as 

reference materials. 
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Before concluding this conference, I would like to mention two more point.  

 

First, as we published a press release on June 19, 2020, we made some revisions to the 

Financial Results Presentation Material for FY2019 4Q and FY2020 1Q published in 

February and May, respectively.  

There were no changes to the earnings for the Asia segment as a whole and the ‘Tanshin’ 

figures. However, there were some errors in the calculation of the breakdown of the Asia 

segment between China and Asia excepting for NIPSEA China. The presentation materials 

available on our IR website have been revised, but please allow me to take this 

opportunity to apologize for this.  

 

Second, we received requests from investors to provide a comparison of breakdown of the 

adjustment items between FY2018 and FY2019, and we published the comparison for 1Q 

in the FY2020 1Q Financial Results Presentation Material in May. In addition, we did our 

homework and made available the comparison between 2Q and 3Q of FY2018 and 

FY2019 from P41 to P44.  

 

This completes my presentation, and I will now take questions. 

 


