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October 24, 2017 APNT reported high single-digit volume growth in domestic decorative business in
Q2FY18 as post GST recovery and festival demand was visible only from September
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Amn'iSh Aggarwal o 2017. Gross margins in Q2 declined by 310bps YoY due to carry-over input cost "('6

i;qlrjlzs:_asgf:gvzaal?plmd'a'com inventory till August end, despite some softening in Q2. We expect H2FY18 growth 'S_

to accelerate, given low base due to demonetisation in Q3FY17 and expected pick- 3

Gaurav Jogani up in demand. We expect mid-teens volume growth in the decorative paints for the =
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increased application in small towns and rural India. We expect premium :O:
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Rating Accumulate valuations to sustain and retain “Accumulate” with target price of Rs1,239 (Rs1200 s

Price Rs1,221  earlier). We expect returns to be back-ended, given all-time high valuations. "{-‘
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Targlfethlrche.d RSlf:; B Conference Call Highlights: 1) First half of Q2FY18 was impacted due to GST,

mplie side .

Se:SEX P 3 60; while recovery was seen from September 2017. October performance was
Nifty 10,208 below expectation due to extended monsoons which impacted demand for

exterior paints 2) APNT has discontinued production of Phthalic Anhydride at

Pri October 24, 2017, . . . . . .
(Prices as on October ) Ankleshwar and will set up a pain unit at the same site 3) Manufacturing unit in

Indonesia has started production in Q2FY18; products will be marketed under

Trading dat
acigesd Asian Paints 4) APNT has guided for capex of Rs12bn in FY18, out of which,

Market Cap. (Rs bn) 1,170.7 . ) . .
Shares ofs (m) 959.2 Rs10bn will be spent on Vizag and Mysuru plant; work is heading as per
3M Avg. Daily value (Rs m) 1019.4 schedule and is expected to start from FY19 6) Raw material usage prices were
Major shareholders up in July and August because margins were impacted in Q2 7) APNT has not
Promoters 52.79% taken any price increase in July despite high raw material prices as appreciating
Foreign 17.38% Rupee has provided some cushion 8) Other income was lower as there was a
Domestic Inst. 9.50% higher dividend received in Q2FY17 and also due to lower investible cash 9)
Public & Other 20.33% Dealer addition of 4k-5k per year may be lower in FY18 due to GST
Stock Performance implementation 10) Demand in Egypt and Ethiopia has been impacted due to
(%) M 6M 12m currency issues.
Absolute 0.4 14.4 8.4
. Key financials (Y/e March) 2016 2017 2018E 2019E
Relative (1.7) 4.5 (7.3)
How we differ from Consensus Revenues (Rs m) 158,522 170,848 200,790 235,860
EPS (Rs) oL Cons. % Diff Growth (%) 11.8 7.8 17.5 17.5
2018 234 224 4.0 EBITDA (Rs m) 27,685 30,214 34,407 41,554
2019 8.2 26.7 5.8 PAT (Rs m) 17,962 19,178 22,404 27,068
EPS (Rs) 18.7 20.0 23.4 28.2
Growth (%) 26.3 6.8 16.8 20.8
Price Performance (RIC: ASPN.BO, BB: APNT IN) Net DPS (Rs) 7.5 10.3 11.0 13.0
(Rs)
1,400 1 Profitability & Valuation 2016 2017 2018E 2019E
1,200 W EBITDA margin (%) 17.5 17.7 17.1 17.6
1228 ] RoE (%) 34.7 32.0 32.6 34.0
- RoCE (%) 32.3 29.9 30.7 32.1
400 A EV / sales (x) 7.3 6.7 5.8 49
200 EV / EBITDA (x) 41.7 38.1 33.6 27.6
0 - - - - - - PE () 65.2 61.0 52.3 43.2
g =& = 5 5 S 5 P/BV(x) 20.9 18.4 15.9 13.7
8 8 2 & 5 2 8  Netdividendyield (%) 0.6 0.8 0.9 1.1
Source: Bloomberg Source: Company Data; PL Research

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report
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Exhibit 1: Q2FY18 Results - Consolidated (Rs m): Adj. PAT up 8.1% on 15% sales growth

Y/e March Q2FY18 Q2FY17 YoY gr. (%) Q1FY17 H1FY18 H1FY17 YoY gr.(%)

Net Sales 42,652 37,095 15.0 38,152 80,805 73,469 10.0

Gross Profit 17,610 16,458 7.0 16,340 33,950 33,641 0.9
% of NS 41.3 44.4 42.8 42.0 45.8

Other Expenses 9,599 9,404 2.1 9,686 19,285 18,384 4.9
% of NS 22.5 254 254 23.9 25.0

EBITDA 8,011 7,054 13.6 6,654 14,665 15,257 -3.9
Margins (%) 18.8 19.0 17.4 18.1 20.8

Depreciation 889 833 6.8 905 1,794 1,688 6.3

Interest 88 59 48.9 80 167 123 36.6

Other Income 534 793 (32.6) 783 1,317 1,512 (12.8)

PBT 7,569 6,955 8.8 6,452 14,021 14,958 (6.3)

Tax 2,459 2,200 11.8 2,160 4,619 4,803 (3.8)
Tax rate (%) 32.5 31.6 335 32.9 32.1

Adjusted PAT 5,084 4,704 8.1 4,249 9,333 10,055 (7.2)

Source: Company Data, PL Research

Exhibit2: Q2FY18 Results - Standalone (Rs m); Adj. PAT up 8.8% even as GM declines 350bps, volumes up ~9%

Y/e March Q2FY18 Q2FY17 YoY gr. (%) Q1FY18 H1FY18 H1FY17 YoY gr. (%)

Net Sales 36,022 31,020 16.1 32,029 68,051 60,858 11.8

Gross Profit 15,213 14,161 7.4 14,016 29,229 28,623 2.1
% of NS 42.2 45.7 43.8 43.0 47.0

Other Expenses 8,012 7,849 2.1 8,045 16,057 15,009 7.0
% of NS 22.2 25.3 25.1 23.6 24.7

EBITDA 7,201 6,312 14.1 5,971 13,172 13,614 (3.2)
Margins (%) 20.0 20.3 18.6 19.4 22.4

Depreciation 772 731 5.6 758 1,529 1,471 3.9

Interest 50 44 13.0 43 93 86 7.9

Other Income 638 848 (24.7) 861 1,500 1,635 (8.3)

PBT 7,018 6,385 9.9 6,032 13,050 13,693 (4.7)

Tax 2,284 2,033 12.3 2,022 4,306 4,328 (0.5)
Tax rate (%) 32.5 31.8 335 33.0 31.6

Adjusted PAT 4,735 4,353 8.8 4,010 8,744 9,365 (6.6)

Source: Company Data, PL Research

B Consolidated Net sales increased 15% to Rs42.65bn. Gross margin declined
310bps YoY (150bps QoQ); EBITDA increased 13.6% as margins declined 20bps
to 18.8%. Adj. PAT increased by 8.1% at Rs5.08bn as tax rate increased by 90bps.

B Standalone sales increased by 16.1% to Rs36.02bn due to high single-digit
volume growth in decorative business. Gross margin declined 350bps YoY (down
160bps QoQ); EBITDA margins declined 30bps YoY to 20%. Adj. PAT increased by
8.8% to Rs4.73bn due to 70bps higher tax rate. Home improvement business of
Sleek and ESS reported 25% increase in sales and 26.1% increase in losses.
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Exhibit 3: Volumes up by 9% as recovery began in September 2017

M Volume Growth (%) Realization Growth (%)

cwb&md &
20 (%
(o)}
27 N0
-
[ 15 BN
[ 15 B
EVE
18 =
((o)
2
s -
Ao
[ 11 N
[ 15 @
[/ ES
17
e o
11 Ko
DES
[5 N
11
~Em
11 |
i 1] |
Bl o
0 K)

]

Dec09
Jun-10
Dec-10
Jun-11
Jun-12
Dec-14
Jun-15
Dec-15
Jun-16
Dec-16 |oFEl
Jun-17

Source: Company Data, PL Research

Exhibit 4: APNT increased decorative prices by 5.7% in CY17 Exhibit 5: Tio2 prices up by 14.2% YoY and down 7.7% QoQ
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Income Statement (Rs m)

Balance Sheet Abstract (Rs m)

Asian Paints

Y/e March 2016 2017 2018E 2019  Y/e March 2016 2017 2018E 2019E

Net Revenue 158,522 170,848 200,790 235,860 Shareholder's Funds 55,983 63,785 73,475 85,517

Raw Material Expenses 96,208 102,252 121,922 144,114 Total Debt 3,256 3,500 3,500 3,500

Gross Profit 62,314 68,596 78,869 91,746 Other Liabilities 5,113 5,974 7,079 8,404

Employee Cost 9,902 10,863 12,739 14,520 Total Liabilities 64,352 73,258 84,054 97,421

Other Expenses 24,728 27,518 31,724 35,672 Net Fixed Assets 33,162 37,577 48,636 54,348

EBITDA 27,685 30,214 34,407 41,554 Goodwill 1,977 1,977 1,977 1,977

Depr. & Amortization 2,756 3,388 3,442 3,788 Investments 5,393 7,817 9,817 11,817

Net Interest 407 306 350 350 Net Current Assets 23,821 25,887 23,624 29,279

Other Income 2,134 2,626 2,508 2,684 Cash & Equivalents 19,794 22,760 19,084 25,341

Profit before Tax 26,656 29,146 33,123 40,100 Other Current Assets 41,034 50,736 59,255 68,920

Total Tax 8,444 9,480 10,434 12,631 Current Liabilities 37,007 47,610 54,715 64,982

Profit after Tax 18,213 19,666 22,689 27,468 Other Assets — — — —

Ex-Od items / Min. Int. (642) 642 932 1,047 Total Assets 64,352 73,258 84,054 97,421

Adj. PAT 17,962 19,178 22,404 27,068

Avg. Shares 0/S (m) 959.2 959.2 959.2 959.2

EPS (Rs.) 18.7 20.0 23.4 28.2

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2016 2017 2018E 2019E Y/e March Q3FY17 Q4FY17 Q1FY18 Q2FY18

C/F from Operations 26,827 25,719 25,734 32,438 Net Revenue 39,370 39,525 38,152 42,652

C/F from Investing (15,417)  (14,235)  (12,382)  (17,234)  EBITDA 7,763 7,119 6,654 8,011

C/F from Financing (9,571) (11,661) (12,714) (15,026) % of revenue 19.7 18.0 17.4 18.8

Inc. / Dec. in Cash 1,839 (177) 637 178 Depr. & Amortization 855 835 905 889

Opening Cash 2,027 3,416 3,524 4,485 Net Interest 92 90 80 88

Closing Cash 3,865 3,239 4,162 4,663 Other Income 415 701 783 534

FCFF 15,787 19,467 21,433 17,458  Profit before Tax 7,231 6,895 6,452 7,569

FCFE 14,861 19,711 21,433 17,458  Total Tax 2,465 2,205 2,160 2,459
Profit after Tax 4,662 4,796 4,249 4,410
Adj. PAT 4,662 4,796 4,249 5,084

Key Financial Metrics Key Operating Metrics

Y/e March 2016 2017 2018E 2019 Y/e March 2016 2017 2018E 2019E

Growth Decorative Volume Growth % 11.5 8.0 13.0 15.0

Revenue (%) 11.8 7.8 17.5 17.5 Gross Margins % 39.3 40.3 39.3 38.9

EBITDA (%) 23.8 9.1 13.9 20.8 Source: Company Data, PL Research.

PAT (%) 26.3 6.8 16.8 20.8

EPS (%) 26.3 6.8 16.8 20.8

Profitability

EBITDA Margin (%) 17.5 17.7 17.1 17.6

PAT Margin (%) 11.3 11.2 11.2 11.5

RoCE (%) 323 29.9 30.7 321

RoOE (%) 34.7 32.0 32.6 34.0

Balance Sheet

Net Debt : Equity (0.3) (0.3) (0.2) (0.3)

Net Wrkng Cap. (days) — — (2) (3)

Valuation

PER (x) 65.2 61.0 52.3 43.2

P /B (x) 20.9 18.4 15.9 13.7

EV / EBITDA (x) 41.7 38.1 33.6 27.6

EV / Sales (x) 7.3 6.7 5.8 49

Earnings Quality

Eff. Tax Rate 31.7 32.5 31.5 31.5

Other Inc / PBT 8.0 9.0 7.6 6.7

Eff. Depr. Rate (%) 5.6 6.4 6.1 5.4

FCFE / PAT _ 82.7 102.8 95.7 64.5

Source: Company Data, PL Research.
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Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

Rating Distribution of Research Coverage PL’s Recommendation Nomenclature

50% - 43.8% BUY : Over 15% Outperformance to Sensex over 12-months
. (]

P 39.1% Accumulate 1 Outperformance to Sensex over 12-months
[ ° 1
o Reduce ¢ Underperformance to Sensex over 12-months
S

0, -
% 30% Sell : Over 15% underperformance to Sensex over 12-months
O ® 17.2% . -
= 20% A Trading Buy : Over 10% absolute upside in 1-month
i
)
t 10% A Trading Sell : Over 10% absolute decline in 1-month
°
x 05 0.0% Not Rated (NR) : No specific call on the stock
o T T T T 1
BUY Accumulate Reduce Sell Under Review (UR) :  Rating likely to change shortly

DISCLAIMER/DISCLOSURES

ANALYST CERTIFICATION

We/l, Mr. Amnish Aggarwal (MBA, CFA), Mr. Gaurav Jogani (MBA, Bcom), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this
report.

Terms & conditions and other disclosures:

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for third party financial products. PLis a
subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, investment banking, financial services (margin funding) and distribution of third
party financial/other products, details in respect of which are available at www.plindia.com

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported or copied or made available to
others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness of the same. Neither PL nor any of its
affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or otherwise of any investments will depend
upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions of securities of companies
referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PLis in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of
publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any other assignment in the past twelve
months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months
PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or other benefits from the subject
Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest at the time of publication of this report.

It is confirmed that Mr. Amnish Aggarwal (MBA, CFA), Mr. Gaurav Jogani (MBA, Bcom), Research Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his
or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all o
the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an advisor or lender/borrower to the subject company or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

DISCLAIMER/DISCLOSURES (FOR US CLIENTS)

ANALYST CERTIFICATION

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately reflect his or her or their personal
views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific recommendation or views expressed in this research report

Terms & conditions and other disclosures:

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon
this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Prabhudas
Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.
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