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16,739 s0s0 CMP:INR2,722 TP: INR3,161 Buy
Bloomberg APNT IN  Yyear [etSales Ag.PAT EPS EPS PE P/EV ROE ROCE EV/  EV/
Equity Shares (m) 95.9 End (MR M} (INRE M} (MR}  Gr. (%) (X} X} (%) &)  Sales EBITDA
52-Week Range (INR) 3,366/2,305 3/10A 66809 8345 &7.0  107.9 - - 433  BLS - -
1,6,12 Rel. Perf. (%) -5/-3/14 3/11E 77,062 5432 879 1.0 L0 11.9 8.5 42.0 33 123
M.Cap. (INR b) 2611 3/12E 24 5960 9599 1001 1.8 272 9.6 353 455 27 177
M.Cap. (USD b) 4.9 3/13E 110941 11582 1207 207 225 7.8 4.9 4.1 23 14.3
B Asian Paints (APNT) posted in-line results for 3QFY12. Consolidated PAT was INR 2.56b (our estimate: INR2.6b).
m Domestic volume growth, remained healthy at 12%, we believe concerns of severe slowdown in domestic
volumes is unwarranted; expect double-digit volume growth to sustain. Continued price hikes, stabilizing
input costs and strengthening of the rupee will aid margin recovery in the coming quarters.
®  APNT should continue to enjoy premium valuations due to strong growth visibility, high entry barriers and

pricing power. The stock trades at 27x FY12E and 22.5x FY13E EPS. Buy.

Conference call highlights

m Demand for the decorative business remains healthy; the lower rate of volume growth is on account of a high
base in 3QFY11 (37% growth in domestic business).
m  The company has taken a 2.2% price increase in 3Q; cumulative price increase in 9MFY12 has been 10.53%.
m The raw material (RM) index was up 21.59% in 3QFY11 and 17.44% in 9MFY12 v/s FY11 levels; we estimate 20%
YoY increase in RM index for 3Q. Titanium-dioxide prices have stabilized on easing availability.
®  APNT has booked INR150m (60bp) in other expenditure as MTM impact of INR depreciation; we note that 25%
of the company’s RM requirement is imported.
B International business has reported 20% increase in sales in 3Q, led by strong growth in South Asia and INR
depreciation; growth in Egypt, Caribbean and Middle East remains under pressure.
® The industrial business transferred to AP Coatings from the standalone entity is 2-3% of group sales (INR2b).
The restructuring is expected to be completed by June2012.
QUARTERLY PERFORMARNCE {Consolidated) (IR Million)
¥fE MARCH Fyv1ll FY12E F¥1l FY12E
10 20 30 40 10 20 30 40E
Volume Growth % * 24.0 0.0 27.0 1e.0 15.0 15.0 12.0 14.0 1&.8 14.5
Tio2 Price Index 154 1E6 173 178 192 236 264 280 1&8 243
Met Sales 18,302 18,108 20,996 19,656 22,604 22,508 25,605 24,243 77,062 94,960
Change (%) 25.3 5.0 29.6 4.7 23.5 4.3 220 23.3 153 23.2
Raw Material /Pl 10,427 10,197 12535 11526 13 537 13507 15,514 14 396 44 746 55,953
Gross Profit 7815 7o1l 3461 8,130 9,067 9,001 10,092 9.347 32,317 33,007
Gross Margin (%) 427 437 40.3 414 401 40.0 9.4 40.6 419 40.0
Operating Expenses 4344 4 596 5,012 5,230 5146 5772 6,118 5,455 19,187 23,490
% of Sales 237 254 23.9 206 228 256 239 26.6 249 247
EBITDA 3471 3,315 3449 2,894 3,922 3.229 3,974 3,392 13,130 14,518
[Margin (%) 19.0 153 154 147 17.3 14.3 155 14.0 17.0 153
Change (%} 258 27 5.4 5.9 12.0 -2.6 15.2 17.2 7.0 106
Interest 4z 4 59 FiLs a5 88 S0 -39 222 205
Depreciation ] 284 286 292 291 300 307 334 1131 1,232
Other lncome 134 248 194 200 305 292 235 382 826 1,205
PET 3,344 3.234 3.298 2,726 3871 3.133 3802 3479 12,602 14,285
Tax 1013 984 974 818 1155 955 1138 1,081 3,788 4 328
Effective Tax Rate (%) 0.3 30.4 29.5 30.0 29.8 0.5 299 311 301 30.3
FAT before Minority 2,331 2,250 2,324 1209 271e 2179 2,664 2,398 4,514 9,957
[Minority Interest 109 103 120 42 79 21 L 21 Fal 358
Adjusted PAT 2,222 2,147 2,203 1.860 2,637 2,087 2.569 2.306 8.432 9.599
Change (%) 26,2 4.4 11.0 -2.9 187 -2.5 1.6 24.0 1.0 138

JOFYL0 Numbers include émonths consalidation of International operations
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Asian Paints 3QFY12 results are in line with estimates with Cons PAT of INR 2.56b
(est INR 2.6b).

Domestic volume growth at ~12% though marginally lower than expectation was
still healthy given the demand slack in consumer discretionaries.

Consolidated EBITDA margin at 15.5% (est 15.2%) was higher 120bp QoQ, driven
by 60bp savings in employee costs and 120bp in other expenses.

Subsidiary sales were up 30% YoY with margins contracting by 480bp to 7.7% (not
comparable due to transfer of APNT’s industrial paints and powder coating
business). International sales were up 20% led by South Asia.

Domestic volume growth though healthy at 12% is unlikely to increase to 16%+
volume CAGR of last five years in the near term. We believe concerns of severe
slowdown in domestic volumes is unwarranted; expect double digit volume growth
to sustain.

Continued price hikes, stabilizing input costs and strengthening of the rupee will
aid margin recovery in the coming quarters.

We believe APNT will continue to enjoy premium valuations due to strong growth
visibility, high entry barriers and pricing power. The stock trades at 27x FY12E and
22.5x FY13E EPS. Buy.

Conference call highlights

Demand for the decorative business remains healthy; the lower rate of volume
growth is on account of a high base in 3QFY11 (37% growth in domestic business).
The company has taken a 2.2% price increase in 1st December; cumulative price
increase in 9MFY12 has been 10.53%.

RM Indexis up 21.59% in 3QFY11 and 17.44% in SMFY12 vs FY11 levels; we estimate
a 20% YoY increase in RM index for 3Q. TiO2 prices have stabilized on easing
availability; however there has been non moderation yet.

The company has booked INR150m (60bp) in other expenditure as MTM impact
of INR depreciation; we note that 25% of the company’s RM requirement is
imported and will be susceptible to currency fluctuations.

International business has reported 20% increase in sales in 3Q led by strong
growth in South Asia and INR depreciation; growth in Egypt, Caribbean and
Middle East remains under pressure.

The industrial business that has been transferred to AP Coatings from the
standalone entity would constitute 2-3% of group sales (INR2b). The
management expects to complete the transformation of the industrial business
into the JV with PPG by May-June 2012.

Domestic volume growth at ~12%, EBITDA margins stable due to strong
operating leverage

Standalone sales grew 20.3% to INR 21.1b; we estimate volume growth at ~12%.
Excluding the transfer of its powder coatings business to AP Coatings, sales growth
would be ~24%. Volume growth is marginally below estimates but remains
encouraging given the slackening consumer demand scenario in discretionary
product categories like durables and apparel.
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B Gross margins expanded 10bp YoY, but contracted 20bp QoQ to 40.6% due to
(1) 49% YoY increase in Titanium Dioxide prices, and (2) rupee depreciation.
m Standalone EBITDA margin at 17.2% was flat YoY due to operating leverage benefits

in employee costs (down 30bp) and healthy gross margins. EBITDA grew 20.3% to
INR3.6b.

B 23% increase in other income helped 21% PAT growth to INR2.5b.

B Price increases continued; APNT took a 0.4% price hike in November and a 2.2%
price increase in December to pass on a part of the input cost pressure and INR
depreciation. We believe continued double digit volume growth in an environment
of price increases and weak consumer demand is evidence of APNT's strong pricing
power.

®  The management has stated that demand is good for decorative coatings business
across the country; however industrial business, including auto, continues to face

challenges.
Double digit volume growth continues... Consol sales growth in line with expectations
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Source: Company/MOSL

Consolidated sales up 22%; subsidiaries sales up 30%; sequential sales pickup

in international business positive

m Consolidated sales increased 22% to INR25.6b (est INR25.8b). Gross margins were
down 90bp YoY to 39.4%, employee costs were down 20bp which restricted EBITDA

margin contraction to 90bp to 15.5%. PAT increased by 16.6% to INR 2.6b (est
INR2.6b).
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Consolidated EBITDA margin down 90bp YoY

Asian Paints

Subsidiaries including international business reported 30.6% increase in sales;
however, the same is not comparable as this industrial business was part of the
standalone entity in FY11, but is now part of the recently formed AP Coatings.
International sales were up 20% owing to strong growth posted in South Asia.
EBITDA margin declined 480bp (220bp QoQ) to 7.7% as gross margins contracted
560bp (240bp QoQ) to 33.9%; indicative of margin pressures in the industrial and
international business.

We estimate LTL sales growth of 15% in 3Q as against 5% in 2Q; pick-up in sales
growth is positive in our view.

The management has indicated that political and macro economic conditions in
some countries continue to impact international performance, though
performance in South Asia has been strong. We believe margins in the
international business will continue to improve sequentially as the economic
situation in markets such as Middle East and Egypt gradually improves. We note
that Egypt is the most profitable market for APNT across geographies; an early
recovery in Egypt can accelerate profit growth and expand margins.

Tio2 prices continue to rule firm
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Margins near bottom levels, Domestic volume growth key monitorable over
next few quarters; Maintain Buy

In spite of consumer demand slowdown in discretionary categories, APNT has
shown ~12% volume growth in the domestic decorative business. Though growth
may not mirror the 16%+ volume CAGR of last five years in the near term, we
believe concerns of severe slowdown in volume growth are unwarranted. Expect
APNT to sustain double digit volume growth in coming periods.

Though margin pressures continue, improving performance in the international
business, continued price hikes, stabilizing input costs and appreciation in the
rupee will aid margins in the coming quarters. We believe our FY13 margin estimate
of 15.9% could see upsides.

We believe APNT will continue to enjoy premium valuations due to strong growth
visibility, high entry barriers and pricing power. The stock trades at 27.2x FY12E
and 22.5x FY13E EPS. Buy.
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Asian Paints: an investment profile

Company description

Asian Paints is India’s largest paint manufacturer and
marketer, with a dominant share in the decoratives
segment. For the industrials and automotive segment,
it has a JV with PPG of the US. Asian Paints acquired
Berger International of Singapore to expand its
operations in other markets in Asia, the Middle East and
the Caribbean.

Key investment arguments

m Expansion in housing and construction will drive
demand for decorative paints over the next 3-5 years.

B International operations, are likely to gradually
improve from FY13.

Key investment risks

m Demand for decorative paints would be highly
dependent on the normalcy of monsoons.

B Input cost are on an uptrend; Higher than expected
increase in input cost would be a key risk to our EPS
estimates.

Comparative valuations

Asian Paints

Recent developments

B Asian Paints has taken a price increase of 10.5% YTD
to pass on the input costs pressure

B Asian paints has purchased land at Kesurdi for
construction of Greenfield capacity of 1,50,000 KL.
The plant is likely to be commissioned in 4QFY13.

Valuation and view
m The stock trades at 27x FY12E EPS of INR 100.1 and
23x FY13E EPS of INR 120.7. Maintain Buy.

Sector view

m  We are positive on the long-term demand potential
in the sector, near-term concerns due to the monsoon
notwithstanding, APNT continues to be the best play
on the structural growth story in decorative paints.

m Longer term prospects are bright, given rising
incomes and low penetration and a booming
construction and infrastructure development.

EPS: MOST forecast v/s consensus (INR)

Asian Paints ITC HLL MOSL Consensus Variation

P/E (x) FY12E 27.2 25.5 33.6 Forecast Forecast (%)

FY13E 22.5 21.6 29.0 FY12 100.07 100.04 0.03
EV/EBITDA (x) FY12E 17.7 16.2 25.1 FY13 120.74 122.09 -1.10

FY13E 14.3 13.5 21.3
EV/Sales (x) FY12E 2.7 53 3.6 Target price and recommendation

EY13E 23 4.9 3.2 Current Target Upside Reco.
P/BV (x) FY12E 9.6 8.2 25.7 Price (INR) Price (INR) (%)

FY13E 7.9 6.9 20.8 2,722 3,161 16.1 Buy

Stock performance (1 year)
= Asian Paints Sensex - Rebased
3,600
Shareholding pattern (%) 3,200
Dec-11 Sep-11 Dec-10 2,800
Promoter 52.8 52.8 52.3 \\_y/'u,\_.ﬁf
2,400
Domestic Inst 8.6 8.9 11.4
Foreign 19.5 19.3 16.4 2,000
Others 19.0 19.1 199 Jan-11 Apr-11 Jul-11 Oct-11 Jan-12
5
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Financials and Valuation

Asian Paints

Income Statement {INE W)  Ratios
¥/E March FY0a FY10 F¥1ll FY12E FY13E Y/E March FYQ9 FY¥10 F¥1l FY12E FY13E
Met Sales 54,639 66,809 77,062 94960 110,941 Basic {INR)

Change (%) 24.0 22 153 23.2 168 EPS 41.8 87.0 87.9 100.1 120.7
Faw Materials 3F706 0 37580 44740 Se953 eely3  Cash EFS 496 957 Q97 1129 1366
Gross Profit 20033 29230 32317 38007 44868 BV/Share 1254 1783 2280 2838 341
Margin (%) 383 438 418 40.0 404  DFs 205 3lE 37.2 458 L85
Operating Expenses 14232 18956 19137 23490 27175 Payout % 41.8 3.0 6.4 40.0 414
EBITDA 6,701 12,274 13,130 14,516 17690 ,

Change (%) 14 332 7.0 106  zLg valuation {x) _

Margin %) 123 134 170 153  1sa F/E 621 3l3  3L0 272 225
Depreciation 744 836 1131 1232 1523 CashFE 5 &4 X3 oMl 188
Int and Fin. Charges 263 285 222 205 124 EV/5ales 48 38 . =2
oOther Income 510 1405 826 1205 1299 EV/EBITDA 390 2085 1537 147 143
Profit before Taxes 6,204 12,550 12,602 14,285 17,343 ©/BY L7 153 118 3.6 7.3

Change (%) 300 1024 03 134 314 DividendYield (%) 0.8 12 14 17 21

[Margin (%) 114 128 16_.-'1 15.0 156 Return Ratios (%)

Tax 1,211 3e7E 2507 4043 4943 BoE 23 4 488 35 353 o
Deferred Tax laz 55 282 286 3 poce 204 GLS 49.0 45.5 46.1

Tax Rate (%) 3la 297 301 30.3 30.5
PET Before Minority 4230 8828 8814 9957 12053 Working Capital Ratios
Minority Interest 21e 483 381 358 472 Debtor (Days) 10 a g b3 a8
Adjusted PAT 4,014 8,345 8432 9,599 11,582 AssetTurnover ix) 38 5.5 43 5.2 4.0

Change (%) -39 10749 1 138 20.7 \

Margin (%) 73 125 109 101 104 Leverage Ratio
Exceptional,/Priar Pe .35 12 0 0 o Debt/Equity (x) 0.3 01 01 0.1 0.0
Reported PAT 3,978  B.356 8432 9,599 11,582
Balance Sheet {INE ) Cach Flow Statement {INE I}
¥/E March FY¥0a FY¥10 F¥ll FY12E FY13E Y/E March Fy0a FY¥10 F¥1l FY12E FY13E
Share Capital aga 59 Q59 a5g 958 OFflossy before Tax 6,701 12274 13130 1451e 17,690
Reserves 11073 16,141 20915 26267 32238  Int/Div. Received 510 1405 826 1,205 1,299
Met Worth 12,032 17,100 21,874 27,226 33,197 |InterestPaid -263 -285 =222 -205 -124
Loans 3,086 2,292 2347 2,050 1300 DirectTaxes Paid 1811 -367e -3507 -4043 -4.943
Deferred Liability L33 Lia2 852 1137 1424  ilncry/Decrin W -1 556 3530 -1e8E -1031 -33
Minority Interast TEE Q45 1099 145& 1928 CF from Operations 3481 13.249 8,568 10443 13,890
Capital Employed 16407 20899 26,172 31870 37,910 .

Incrin FA -2281 -3541  -1,235 10567 -3,373
Gross Block 14614 15004 19873 21878 32500  Purof Investments 1983 -5457 -2978 5001 -3.881
Less: Accum. Depn. 434 6270 7151 5382 2905 CF from Invest, -299  -§,998 -4,213 -5.5B6 -7.254
Met Fixed Assets 8,130 8728 12,727 13495 22,595
Capital WIP a7l 4,072 433 8000 1750 |ssueofShares o 0 o o o
Investments 784 6241 9220 4219  glop InerinDebt 334 T 55 -2 -750

Cividend Paid -l9ay  -3023 -3571 -4489 -5ell
Curr, Assets, LRA 17,987 18,437 23,190 27428 31675 |in Int/ Dt
I nventary Te90 9559 13054 14569 16717 others . _E52 -Faa 173 6 54
Account Receivables 5719 5425 5855 7805 115 CF from Fin. Activity -2,185 -4,616 -3,343 -4,760  -6,415
Cash and Bank Balan 2,104 1,052 1330 1662 1939
Others 2475 2395 2050 3392 3900  InerfDecr of Cash 997 -365 1012 117 221
Curr. Liak, and Prov, 11,921 16,947 19,769 22,644 26582 Add:OpeningBalane 1107 2104 1058 1330  16&2
Account Payables Ee42 7,183 8514 10298 11,247 Closing Balance 2,104 1,739 2,070 1,447 1,884
Other Liabilities 4605  66l2 7490 8460 9551
Frovisions 1775 3,150 3,365 3886 5,074
Met Current Assets 6,066 1.490 3421 4,784 5.093
Godwill on Cons. S0E 367 372 372 372
Application of Funds 16,407 20,899 25,172 31870 37,910
E: MO5L Estimates
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