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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.
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APNT's new brand identity is aimed at deeper connect with the customers by
widening their imagination and scope of creativity towards new possibilities.
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.
Rural market demand was also below expectations; however, offtake in Tier 1
and Tier 2 cities were reasonable.
Demand from auto and industrial business was subdued due to a weak macro
economic environment; however, auto refinish demand has shown a recovery.
APNT's RM index increased by 7% during 2QFY13. While TiO2 prices have
stabilized, currency volatility remains a concern.
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.
Royalty to APNT from its international operations stood at INR94m.
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







Consolidated sales up 16% YoY
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Consolidated net sales grew 16.5% YoY to INR26.1b, marginally higher than our
estimate of INR25.5b.
Gross margin remained flat YoY but contracted 170bp QoQ to 39.9%.
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.
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.
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%).
Gross margin flat YoY

Source: Company/MOSL
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Domestic volumes up ~6% YoY; gross margin contracts 260bp YoY
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.
 EBITDA margin expanded 20bp YoY to 15.2%, led by 30bp savings due to operating
leverage. EBITDA grew ~18.1% YoY to INR3.2b.
 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

Gross margin flat; EBITDA margin up 20bp YoY

Correction in TiO2 prices should reflect in 3QFY13 gross margin

Source: Company/MOSL
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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
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.
 Correction in input costs and currency appreciation augurs well for APNT's gross
margin.
 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.
 The stock 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

Recent developments

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.



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

Valuation and view
Key investment arguments

We maintain our revenue and earnings estimates
for FY13 and FY14.
 The stock trades at 32.1x FY13E and 27.3x FY14E EPS.
Maintain Neutral with a target price of INR3,900.


Expansion in housing and construction will drive
demand for decorative paints over the next 3-5 years.
 International operations, which have turned around,
will contribute to the company's earnings.


Sector view
Key investment risks
High spread and geographical diversification
increases risk of execution.
 Other players in the decorative segment are
becoming more aggressive.

We are positive on the long-term demand potential
in the sector. Near-term concerns notwithstanding,
APNT has displayed strong resilience in volume
growth.
 Longer-term prospects bright, given rising incomes
and low penetration.

Comparative valuations

EPS: MOST forecast v/s consensus (INR)





P/E (x)
EV/EBITDA (x)
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P/BV (x)

FY13E
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FY13E
FY14E
FY13E
FY14E
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FY14E

Asian Paints
32.1
27.3
20.2
16.7
3.3
2.8
11.1
9.2

ITC
31.5
22.9
17.5
14.6
6.4
5.4
8.7
7.4

HLL
36.5
31.4
28.4
24.3
4.5
4.0
26.3
19.9

FY13
FY14

MOSL
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142.9
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Forecast
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145.7
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(%)
0.3
-1.9
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(%)
0.1

Reco.

Target price and recommendation
Current
Price (INR)
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Price (INR)
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Stock performance (1 year)
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Sep-12

Jun-12

Sep-11

52.8

52.8
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Foreign

19.6

19.6
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Others
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Domestic Inst
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