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Asian Paints (APNT) posted in-line results for 2QFY13, with consolidated PAT up 15% YoY to INR2.4b (v/s our
estimate of INR2.4b). Revenue grew 16.5% YoY, 2.5% ahead of our estimate. Consolidated EBITDA margin
declined 50bp YoY to 13.8% (v/s our estimate of 15%), despite flat gross margin. Higher staff costs (up 10bp
YoY) and overheads (up 30bp YoY) led to the EBITDA margin decline.

Standalone sales grew ~16.2% YoY. Gross margin was flat YoY but contracted 265bp QoQ. EBITDA margin
expanded 20bp YoY to 15.2%, led by operating leverage.

We estimate that APNT's domestic decorative paints volumes (part of the standalone entity) increased ~6%
YoY. Though modest, this is a good recovery after 2% YoY volume decline in 1QFY13, more so given the higher
base (15% YoY volume growth in 2QFY12) and shift in festive season (Diwali) to November. We expect volume
growth to accelerate going forward led by festive demand.

Sales of international and industrial subsidiaries/JVs (imputed as difference between consolidated and
standalone entities) were up 18% YoY. However, operating margin declined 270bp YoY to 7.4%.

We maintain our revenue and earnings estimates for FY13 and FY14. Festive season demand has begun on a
good note and we expect Asian Paints to benefit from softening in Tio2 and currency appreciation in 2HFY13.
The stock trades at 32.1x FY13E and 27.3x FY14E EPS, respectively. We maintain Neutral rating on APNT given
the rich valuations.

Quarterly Performance (Consolidated) (INR Million)
Y/E March FY12 FY13 FY12 FY13E FY13 Var.
10 20 iq 40 10 20 30E 40E 20E (%)
Met Sales 22,571 22,447 25,605 25,387 25,393 26160 30,100 28,748 96,010 110,408 25,500 2.6%
Change (%) 233 240 220 295 125 165 176 13.2 243 150 133
Raw Material/FM 13,537 13,507 15,514 15,213 1438 15714 17810 16,736 57,770 65,198 15045 4.4%
Gross Profit 9,035 8940 10,092 10,174 10,554 10445 12,191 12,012 38,240 45202 10455 -01%
Gross Margin (%) 40.0 39 B 394 40.1 416 399 405 418 39 B 409 410
Operating Expenses 5148 5772 6,118 6,420 5176 6,834 7,314 §725 23,450 27,048 5,630 3.1%
% of Sales 228 257 239 25.3 243 26.1 243 234 244 245 26.0
EBITDA 3886 3,168 3974 3754 4,379 3,612 4,876 5,287 14,781 18154 3.825
Margin (%) 17.2 141 155 14 B 17.2 138 16.2 18.4 154 164 150 (119)
Change (%) 115 -4.4 15.2 318 127 140 227 405 1796 228 185
nterest 65 BB a0 166 109 122 130 44 410 504 130
Depreciation 291 300 307 314 334 357 400 455 1,211 1,546 365
Other Income 338 353 225 470 526 422 300 158 1,387 1,207 300 40.8%
PBT 3,868 3,133 3,802 3,74 4,262 3,555 4,646 4,847 14,547 17,310 3,630
Tax 1,155 855 11328 1,097 1,273 1041 1,417 1,54 4344 5380 1,107
Effective Tax Rate (%) 299 305 209 29.3 209 293 305 32.0 299 305 305
PAT before Minarity 2713 2,179 2664 2647 2889 2514 3,279 3,298 10,203 12031 2523
Minority Interest 79 a1 06 52 106 122 95 56 319 379 95
Adjusted PAT 2634 2,087 2,569 2,595 2,884 2,392 3,134 3,242 9.884 11652 2428 -1.5%
Change (%) 185 -2.8 16.6 395 95 146 220 245 172 179 163
E: MOSL Estimates
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Analyst meet highlights

B APNT's new brand identity is aimed at deeper connect with the customers by
widening their imagination and scope of creativity towards new possibilities.

B Management indicated that demand for decorative paints in 2QFY13 was lower
than expectation. However, the onset of festive season has been good in terms
of demand and premium products have shown a promise in offtake.

B Rural market demand was also below expectations; however, offtake in Tier 1
and Tier 2 cities were reasonable.

B Demand from auto and industrial business was subdued due to a weak macro
economic environment; however, auto refinish demand has shown a recovery.

B APNT's RM index increased by 7% during 2QFY13. While TiO2 prices have
stabilized, currency volatility remains a concern.

B Capacity expansion plans at the Khandala plant are on track. Company has so
far invested INR4b for its Khandala plant. Phase 1 will have a capacity of 300,000
KL and is set to be commissioned by 4QFY13. Total capex for FY13 is expected to
be INR7.5b.

B Royalty to APNT from its international operations stood at INR94m.

m  Company witnessed pressure in its international business in the South Asian
markets due to weak economic environment. Sales growth in Caribbean, Middle
East and South Pacific was healthy, though ~16-17% growth was led by favorable
currency. Egypt business still remains under pressure.

Consolidated sales up 16.5% YoY; subsidiaries' sales up 19% YoY

m  Consolidated net sales grew 16.5% YoY to INR26.1b, marginally higher than our
estimate of INR25.5b.

B Gross margin remained flat YoY but contracted 170bp QoQ to 39.9%.

m  EBITDA margin contracted 30bp YoY to 13.8%, lower than our estimate of 15%.
EBITDA grew ~11.9% YoY to INR3.6b v/s our estimate of INR3.8b.

B We expect operating margins to improve in 3QFY13, as input cost (TiO2) has
corrected from the peak and the INR has appreciated from the lows.

®  Other income grew 19.6% YoY to INR422m and tax rate declined 120bp YoY to
29.3%; consequently, adjusted PAT grew 14.6% YoY to INR2.4b.

m Despite lower than expected EBITDA margin, adjusted PAT was in line with our
estimate due to higher other income (INR422m v/s our estimate of INR300m) and
lower tax rate (29.3% v/s our estimate of 30.5%).

Consolidated sales up 16% YoY Gross margin flat YoY
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Domestic volumes up ~6% YoY; gross margin contracts 260bp YoY

m  Standalone sales grew 16.2% YoY to INR21.3b. We expect domestic decorative
paints volumes to grow ~6% YoY.

®  Gross margin was flat YoY but declined 260bp QoQ to 40.6%. We believe this is due
to lack of price hikes post May 2012 and higher carrying cost of raw material
inventory. APNT took its last price hike in May (3.2%). However, TiO2 prices have
come off 5% QoQ from the peak and we expect the benefits from the same to
reflect in 3QFY13.

m  EBITDA margin expanded 20bp YoY to 15.2%, led by 30bp savings due to operating
leverage. EBITDA grew ~18.1% YoY to INR3.2b.

m  PAT grew just 5% YoY, as other income declined 37% YoY (base quarter had dividend

income of INR158.3m from Mauritius subsidiary) and tax rate was 125bp YoY higher
at 30.3%.

Domestic decorative paints sales up 16% Yoy, led by

~6% YoY volume growth Domestic decorative volumes recover QoQ; up 6% YoY
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Performance of international division + industrial subsidiaries/JVs (imputed
as difference between standalone and consolidated numbers)

The international business and industrial JVs posted 18% YoY revenue growth. EBITDA
margin declined 268bp YoY to 7.4%. However, due to lower tax rate and higher other
income, PAT was INR153.4m as against a loss of INR41.7m in 2QFY13.

Valuation and view: Festive season started on good note; levers for margin

expansion ahead

m  Decorative paints demand has improved post 2QFY13 and October has begun on a
good note according to our channel checks. We expect good festive demand in
3QFY13, as Diwali has shifted to November this year from October in FY12.

m Correction in input costs and currency appreciation augurs well for APNT's gross
margin.

B We maintain our revenue and earnings estimates for FY13 and FY14, factoring in
7-8% volume growth for FY13 and 12-13% volume growth for FY14.

m Thestock trades at 32.1x FY13E and 27.3x FY14E EPS. Maintain Neutral with a target
price of INR3,900.
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Asian Paints: an investment profile

Company description

Asian Paints (APNT) 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. APNT acquired Berger
International of Singapore to expand its operations in
other markets in Asia, the Middle East and the
Caribbean.

Key investment arguments

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

B International operations, which have turned around,
will contribute to the company's earnings.

Key investment risks

m High spread and geographical diversification
increases risk of execution.

m Other players in the decorative segment are
becoming more aggressive.

Comparative valuations

Asian Paints

Recent developments

B APNTtook a 2% price increase from April and another
3% from May to mitigate the impact of increase in
excise duty from 10% to 12%, increase in prices of
TiO2 and INR depreciation.

B APNT expects its Khandala plant to be commissioned
in 4QFY13, with a capacity of 300,000KL.

Valuation and view

B We maintain our revenue and earnings estimates
for FY13 and FY14.

B The stock trades at 32.1x FY13E and 27.3x FY14E EPS.
Maintain Neutral with a target price of INR3,900.

Sector view

B We are positive on the long-term demand potential
in the sector. Near-term concerns notwithstanding,
APNT has displayed strong resilience in volume
growth.

B Longer-term prospects bright, given rising incomes
and low penetration.

EPS: MOST forecast v/s consensus (INR)

Asian Paints ITC HLL MOSL Consensus Variation
P/E (x) FY13E 32.1 31.5 36.5 Forecast Forecast (%)
FY14E 273 22.9 31.4 FY13 121.5 121.2 0.3
EV/EBITDA (x) FY13E 20.2 17.5 28.4 Fyi4 142.9 145.7 -1.9
FY14E 16.7 146 24.3 Target price and recommendation
EV/sales (x) FY13E 3.3 6.4 4.5 Current Target Upside Reco.
FY14E 2.8 5.4 4.0 Price (INR) Price (INR) (%)
P/BV (x) FY13E 111 8.7 26.3 3,898 3,900 0.1 Neutral
FY14E 9.2 7.4 19.9
Stock performance (1 year)
— fsian Paints Sensex- Rebased
4,200
3,700
Shareholding pattern (%)
Sep-12 Jun-12 Sep-11 3,200 *ll\" A
o, 1.
Promoter 52.8 52.8 52.8 2 700 ﬁ\f
Domestic Inst 8.8 8.7 8.9
: 2,200
Foreign 196 196 193 Oct-11 Jan-12 Apr-12 Jul-12 Oct-12
Others 18.8 18.9 19.1
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Financials and Valuation

Income Statement (INR Million) Ratios

¥/E March FY10 FY1l FYl2 FY13E FY14E  Y/E March FY10 FYll FY1? FEY13E FYL4E
Met Sales 66,809 77,223 96,322 110,400 129,785  Basic (INF)

Change (%) 223 156 247 146 176  EPS B7.0 8709 1031 1215 1429
Raw Materials 37580 44746 57770 65198 76327  Cash EPS 957 997 1157 1376 1630
Gross Profit 29230 32477 38552 45202 53458  EBV/Share 178.3 2280 2865 3501 4228
Margin (%) 438 421 400 409 412  DPS 315 372 465  5B5  70.2
Operating Expenses 16856 19196 23455 27048 31482  Payout % 310 364 3BE 412 42D
EBITDA 12,274 13,281 15,088 18,154 21,966 ,

Change (%) 832 82 136 203 210 Valuation(x)

Margin (%) 184 172 157 164 169 FIE e 311 273
Depreciation 836 1131 1211 1546 1928 CashP/E 337 183 238
Int. and Fin. Charges 285 232 410 504 576  Ev/sales 3.8 3.3 28
Other Income 1405 680 1074 1207 1058 CV/EBITDA 42 2 187
Profit before Taxes 12,550 12,507 14,541 17,310 20520 F/BY Lo

Change (%) 102.4 03 15.4 19.0 185 Dividend Yield (%) 12 15 18

Margin (%) 188 163 151 157 158 oo Rarios (%)

Tax 3676 3502 4274 4533 5B4E .0 488 385 360 347 338
Deferred Tax 55 282 61 346 410 . 615 507 478 466 455

Tax Rate (%) 287 300 298 305 305
PBT Before Minority B828 8813 10206 12031 14261 Working Capital Ratios
Minority Interest 483 381 319 379 554 Debtor (Days) B 7 B 8 8
Adjusted PAT 8,345 8432 9887 11,652 13,707  Asset Turnover (x) B6.5 3.8 45 35 3.2

Change (%] 107.8 10 173 178 176 )

Margin (%) 125 108 103 106 10s  leverage Ratio
Exceptional/Prior Perio 12 0 0 ] 0  Debt/Equity (x) 0.1 oo 00 0.0 0.0
Reported PAT B.356 8432 0,887 11,652 13,707
Balance Sheet {INR Million) Cash Flow Statement (INR Million)
¥/E March FY10 FY1l FY12 FYI3E FEY14E  Y/E March FY10 FY1l FY1? FEY13E FYL4E
Share Capital 959 959 959 950 950  OP/(loss) before Tax 12,274 13,281 15,088 18,154 21966
Reserves 16,141 20,315 26,526 32,626 39,600  Int/Div. Received 1,405 680 1074 1,207 1,058
Met Worth 17,100 21,874 27,485 33,585 40,560  Interest Paid -285  -232  -410  -504  -576
Loans 2,292 581 559 700 800 Direct Taxes Paid -3,676 -3,502 -4,274 -4833 -5g48
Other Liability 562 1,745 1,847 2,205 2,665 (Incr)/Decr in WC 3,530 -784 -1075  -740 -7,890
Minority Interest 945 1,099 1,367 1,746 2,300  CF from Operations 13,249 9,443 10,404 13,183 8710
Capital Employed 20599 B9 LT EERE Incrin FA -3,541 -1606 -6946 -10,163 -1078
Gross Block 15,004 20,249 21,458 32,792 34870  Purof Investments 5,457 1851 742 1,655 -81
Less: Accum. Depn. 6,276 7,151 B453 949849 11837 CF from Invest. -8.998 345 -6,204 -8508 -1,159
MNet Fixed Assets 8,728 13,099 13,006 22,793 22,943
Capital WIP 4072 433 §171 5000 4ppp  |ssueofShares o o o o o
Investments 6,241 4,230 3547 1,892 1g73 [nerinDebt 784 -1711 0 -23 42 100

Dividend Paid -3,023 -3,571 -445% 5611 -f,734
Curr. Assets, L&A 18,437 28,284 36,238 37,0997 51,798 Min Int/ Ot
Inventory 9559 13,054 15989 16636 19557 Others . -1,479 508 763 71 o3
Account Receivables 5425 5731 7,813 9074 10667 CF from Fin. Activity -5,206 -4,584 -4,219 -5,399 -6,582
Cash and Bank Balance 1058 6,262 6243 5520 6489
Others 2,385 3,237 61984 5768 15085  Incr/Decr of Cash -1,045 5204 19 724 970
Curr. Liab. and Prov. 16,947 20,807 27,705 29,447 34389  Add:Opening Balance 2,104 1058 6262 6243 5520
Account Payables 7,183 10,874 12,968 11,789 13,802  Closing Balance 1,059 6262 6243 5520 6,490
Other Liakilities 6,613 4,606 84952 9,594 10,883
Provisions 3,150 5,327 6,275 8084 5705
Met Current Assets 1,490 7478 8533 8550 17400
Godwill on Cons. 367 1] ] 0 1]
Application of Funds 20,800 25,200 31,257 38,235 46,325
E: MOEL Estimates
26 October 2012 6
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NOTES
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Disclosures

This report s for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates
or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or
employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report s intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision
based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Asian Paints
1. Analyst ownership of the stock

2. Group/Directors ownership of the stock

3. Broking relationship with company covered

4. Investment Banking relationship with company covered
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Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This reportis not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For UK.

This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (referred to as "investment professionals”). This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.

MOSt s not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange
Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission (*SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Any business interaction pursuant to this report will have to be executed
within the provisions of this Chaperoning agreement.

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as “major institutional
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.
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