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Change in Estim ates

Current Previous
FY20E FY21E FY20E FY21E
Rating ACCUMUL ATE ACCUMULATE
Target Price 548 507
Sales (Rs.m) 54,400 61,769 55,141 62,560
% Chng. (1.3) (1.3)
EBITDA (Rs. m) 9,175 10,268 9,036 10,215
% Chng. 15 0.5
EPS (Rs.) 12.6 12.6 10.9 12.2
% Chng. 8.3 3.0
Key Financials - Standalone
Y/e Mar FY19 FY20E FY21E FY22E
Sales (Rs. m) 51,736 54,400 61,769 70,102
EBITDA (Rs. m) 7,807 9,175 10,268 11,398
Margin (%) 15.1 16.9 16.6 16.3
PAT (Rs. m) 5061 6,338 6,790 7,595
EPS (Rs.) 9.4 11.8 12.6 14.1
Gr. (%) (7.6) 25.2 7.1 11.8
DPS (Rs.) 2.6 2.6 3.3 3.8
Yield (%) 0.5 0.5 0.6 0.7
RoE (%) 15.5 17.3 16.5 16.5
RoCE (%) 21.0 21.6 21.4 21.4
EV/Sales (x) 5.6 5.2 4.5 3.9
EV/EBITDA (x) 36.8 30.6 27.2 24.1
PE (x) 57.3 45.8 42.7 38.2
P/BV (x) 8.5 7.5 6.7 6.0
Key Data KANE.BO | KNPL IN
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Market Cap
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Shareholding Pattern (%)
Promoter’s 74.99
Foreign 4.16
Domestic Institution 11.25
Public & Others 9.60
Promoter Pledge (Rs bn) =
Stock Performance (%)

1M 6M 12M
Absolute 5.6 22.1 42.7
Relative 0.7 18.6 22.3
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Kansai Nerolac Paints (KNPL IN)

Rating: ACCUMULATE | CMP: Rs539 | TP: Rs548

Decorative volumes up ~12%; Auto paintsdrag
Quick Pointers:

" Decorative paintsales up 8.5%; Decorative volumes up in double digit

"  Auto paints to remain under pressure

Kansai reported 3.9% sales decline as automotive paints volumes declined
by ~30% despite double digit volume growth in decorative paints. Though
decorative paint business has slowed down QoQ (prolonged monsoons,
flooding in key states and lower off-take in Kashmir - KNPL has 60% share),
structural drivers like shift towards organized sector, housing push in Tier2/3
cities and shorter painting cycle.

We believe that demand in Auto sector has bottomed out and is likely to see
slow up-tick, however post festival seasontrend needs to be watched out for
given liquidity concerns and uncertainty over BSVI implementation. We
believe that relatively stable input costs and lower contribution from
industrial segment shall enable 210bps gross margin expansion in FY20.

We increase our FY20 and FY21 EPS by 8.3% and 2.9% respectively mainly
led by one-time deferredtax benefit in FY20. We estimate 10.7% sales CAGR
over FY19-22 with 5.1% sales growth in FY20 with double digit volume growth
in Decorative paints and double digit volume decline in Automotive paints.
We estimate 17.6% Adj. PAT CAGR over FY19-22 (12.5% PBT CAGR) and
value the stock at 41xSept21 EPS of Rs12.2to arrive at a target price of Rs548
(earlier 507 at 40xJune21). Retain Accumulate.

Sales decline 3.9%; PBT up 0.6%: Net Sales declined by 3.9% to Rs 12.44hn.
Decorative segment sales grew ~8% with double digit volume growth despite
extended monsoons, floods key states and low off-take in Kashmir (where Kansai
has a major presence). Industrial paints dragged performance due to
unprecedented slowdown in automotive sector. Gross margins expanded by
290bps YoY led by benigninputcosts (up 10bps QoQ).EBIDTA increased 9.2% to
Rs 2.13bnwith 210bps margin expansion despite increase in staff costs and other
expenses by70bps and 10bps respectively. PBT remained flattish with 0.6% growth
as otherincome declinedby71.8% and depreciation increased by 24.1%. Adj. PAT
increased 58.5% to Rs 1.93bn mainly led by reversal of deferred tax leading to a
negative tax rate. Kansai commenced commercial operations at the Amritsar,
Punjab plantin 2Q.
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Exhibit 1: Sales decline 3.9% despite double digit volumes in decorative business

Q2FY20 Q1FY19 YoY gr. (%) Q1FY20 1HFY20 1HFY19 YoY gr. (%)
Net Sales 12,435 12,939 (3.9) 14,635 27,070 26,698 1.4
Gross Profit 4,774 4,596 3.9 5,598 10,372 9,864 5.2
% of NS 38.4 35.5 38.3 38.3 36.9
Other Expenses 2,645 2,646 (0.0) 3,108 5,753 5,710 0.8
% of NS 21.3 20.4 21.2 21.3 21.4
EBITDA 2,129 1,950 9.2 2,490 4,620 4,154 11.2
Margins % 17.1 15.1 2.1 17.0 171 15.6 15
Depreciation 286 231 24.1 278 564 435 29.8
Interest expense 12 - 13 25 -
PBT from Operations 1,831 1,719 6.5 2,200 4,030 3,719 8.4
Other Income 39 140 (71.8) 65 105 276 (62.1)
PBT 1,870 1,859 0.6 2,265 4,135 3,995 35
Tax (64) 639 (110.0) 786 722 1,377 (47.6)
Tax rate % (3.4) 344 34.7 17.5 345
Adjusted PAT 1,934 1,220 58.5 1,479 3,413 2,619 30.3
Source: Company, PL
Exhibit 2: TiO2 is down 8.5% YTD; down 3.3% QoQ Exhibit 3: Growth led by double digit Decorative volumes
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Financials
Income Statement (Rs m) Balance Sheet Abstract(Rs m)
Y/e Mar FY19 FY20E FY21E FY22E Y/e Mar FY19 FY20E FY21E FY22E
Net Revenues 51,736 54,400 61,769 70,102 Non-Current Assets
YoY gr. (%) 12.8 5.1 13.5 13.5
Cost of Goods Sold 33,025 33,583 38,437 44,017 Gross Block 21,068 24,715 27,225 29,735
Gross Profit 18,711 20,817 23,332 26,085 Tangibles 20,889 24,536 27,036 29,536
Margin (%) 36.2 38.3 37.8 37.2 Intangibles 179 179 189 199
Employ ee Cost 2,554 2,774 3,088 3,505
Other Expenses 4,492 4,624 5,250 5,854 Acc: Dep / Amortization 7,909 8,891 10,005 11,228
Tangibles 7,765 8,740 9,847 11,062
EBITDA 7,807 9,175 10,268 11,398 Intangibles 144 151 158 166
YoY gr. (%) (4.9) 17.5 11.9 11.0
Margin (%) 15.1 16.9 16.6 16.3 Net fixed assets 13,159 15,824 17,219 18,507
Tangibles 13,124 15,795 17,188 18,473
Depreciation and Amortization 905 1,267 1,426 1,536 Intangibles 35 28 31 33
EBIT 6,903 7,908 8,842 9,862 Capital Work In Progress 3,147 2,000 2,000 2,000
Margin (%) 13.3 14.5 14.3 14.1 Goodwill - - - -
Non-Current Investments 1,222 1,233 1,244 1,256
Net Interest . 61 128 112 Net Deferred tax assets (1,051) (1,104) (1,159) (1,217)
Other Income 619 245 360 399 Other Non-Current Assets 3,910 1,241 1,413 1,510
Profit Before Tax 7,521 8,092 9,074 10,149 Current Assets
Margin (%) 14.5 14.9 14.7 14.5 Investments 1,956 1,992 2,029 2,067
Inv entories 10,528 9,705 11,246 11,246
Total Tax 2,461 1,753 2,284 2,555 Trade receivables 6,740 7,252 8,404 9,540
Effective tax rate (%) 32.7 21.7 25.2 25.2 Cash & Bank Balance 814 7,606 9,343 13,555
Other Current Assets 1,539 1,632 1,853 2,103
Profit after tax 5,061 6,338 6,790 7,595 Total Assets 43,059 48,538 54,814 61,854
Minority interest - - - -
Share Profit from Associate - - - - Equity
Equity Share Capital 539 539 539 539
Adjusted PAT 5061 6.338 6,790 7,505 Other Equity 33,706 38,355 43,001 48,127
YoY gr. (%) (7.6) 25.2 7.1 11.8 Total Networth 34,245 38,804 43,540 48,666
Margin (%) 9.8 11.7 11.0 10.8
Extra Ord. Income/ (Exp) - - - - Non-Current Liabilities
Long Term borrowings 97 50 50 50
Reported PAT 5,061 6,338 6,790 7,595 Provisions - - - -
YoY gr. (%) (7.6) 25.2 71 11.8 Other non current liabilities - - - -
Margin (%) 9.8 11.7 11.0 10.8
Current Liabilities
Other Comprehensive Income 9 - - - ST Debt/ Current of LT Debt - - - -
Total Comprehensive Income 5,070 6,338 6,790 7,595 Trade pay ables 6,319 7,052 8,456 10,124
Equity Shares Ofs (m) 539 539 539 539 Other current liabilities 1,348 1,438 1,609 1,797
EPS (Rs) 9.4 11.8 12.6 14.1 Total Equity & Liabilities 43,059 48,538 54,814 61,853
Source: Conpany Data, PL Research Source: Conmpany Data, PL Research
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Cash Flow (Rs m)

Key Financial Metrics

Y/e Mar FY19 FY20E FY21E FY22E Y/e Mar FY19 FY20E FY21E FY22E
PBT 7,134 8,092 9,074 10,149 Per Share(Rs)
Add. Depreciation 905 1,267 1,426 1,536 EPS 9.4 11.8 12.6 14.1
Add. Interest - 61 128 112 CEPS 11 14.1 15.2 16.9
Less Financial Other Income 619 245 360 399 BVPS 63.5 72.2 80.8 90.3
Add. Other (2,255) 2,711 (129) (51) FCF (0.3) 15.9 7.4 12.6
Op. profit before WC changes 5,783 12,130 10,499 11,746 DPS 2.6 2.6 3.3 3.8
Net Changes-WC 203 998 (1,385) 425 Return Ratio (%)
Direct tax (2,461) (1,753) (2,284) (2,555) RoCE 21.0 21.6 21.4 21.4
Net cash from Op. activities 3,525 11,375 6,831 9,616 ROIC 15.4 22.9 221 24.2
Capital expenditures (3,714) (2,785) (2,822) (2,824) RoE 15.5 17.3 16.5 16.5
Interest / Dividend Income - - - Balance Sheet
Others (831) R R Net Debt : Equity (x) 0.1) (0.2) (0.3) (0.3)
Net Cash from Invt. activities (4,545)  (2,785)  (2,822)  (2,824) Net Working Capital (Day's) 77 66 66 56
Issue of share cap. / premium 0 - - Valuation(x)
Debt changes (86) (47) - PER 57.3 45.8 42.7 38.2
Dividend paid (1,689)  (1,689)  (2,144)  (2,469) P/B 8.5 7.5 6.7 6.0
Interest paid - (61) (128) (112) P/ICEPS 1.1 14.1 15.2 16.9
Others B B . EV/EBITDA 36.8 30.6 27.2 24.1
Net cash from Fin. activities 1,776)  (1,797)  (2,272)  (2,581) EV/Sales 5.6 5.2 4.5 3.9
Net changein cash (2,795) 6,793 1,737 4,212 Dividend Yield (%) 0.5 0.5 0.6 0.7
Free Cash Flow (189) 8,590 4,009 6,792 Source: Conpany Data, PL Research
Source: Conpany Data, PL Research
QuarterlyFinancials (Rs m) Key Operating Metrics
Y/e Mar Q3FY19 Q4FY19 Q1FY20 Q2FY20 Ve Mar Ev19 EV20E EVo1E EY22E
Net Revenue 13,507 11,532 14,635 13,922 Volume Gr % 1.0 13.0 14.0 15.0
Yoy gr. (%) 18.0 4.5 6.4 e Gross Margins % 36.2 38.3 37.8 37.2
Raw Material Expenses 8,842 7,349 9,036 7,661 Source: Company Data, PL Research
Gross Profit 4,664 4,183 5,598 6,261
Margin (%) 34.5 36.3 38.3 45.0
EBITDA 1,770 1,496 2,490 3,616
YoY gr. (%) (7.9) (11.4) 13.0 85.5
Margin (%) 13.1 13.0 17.0 26.0
Depreciation / Depletion 235 235 278 286
EBIT 1,535 1,262 2,212 3,330
Margin (%) 11.4 10.9 15.1 23.9
Net Interest - - 13 12
Other Income 198 145 65 39
Profit before Tax 1,733 1,406 2,265 3,357
Margin (%) 12.8 12.2 15.5 24.1
Total Tax 606 478 786 (64)
Effective tax rate (%) 35.0 34.0 34.7 (1.9)
Profit after Tax 1,127 928 1,479 3,421
Minority interest - - -
Share Profit from Associates - - -
Adjusted PAT 1,127 928 1,479 3,421
YoY gr. (%) (9.9) (12.3) 5.8 180.4
Margin (%) 8.3 8.0 10.1 24.6
Extra Ord. Income/ (Exp) - - -
Reported PAT 1,127 928 1,479 3,421
YoY gr. (%) 9.9) (12.3) 5.8 180.4
Margin (%) 8.3 8.0 10.1 24.6
Other Comprehensiv e Income 4) 20 4) (5)
Total Comprehensive Income 1,123 949 1,475 3,416
Avg. Shares O/s (m) 539 539 539 539
EPS (Rs) 2.1 1.7 2.7 6.3
Source: Conmpany Data, PL Research
November 1, 2019 4
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Price Chart Recommendation History

®9) No. Date Rating TP (Rs.) Share Price (Rs.)
>® 1 3-Oct-19  Accumulate 507 496
508 2 29-Jul-19  Accumulate 479 434
3 4-Jul-19 Accumulate 464 442
0 4 2-May-19  Accumulate 464 419
373 5 5-Apr-19  Accumulate 498 467
6 29-Jan-19 Accumulate 498 430
. 3 S 5 ] & 23 2 7 7-Jan-19  Accumulate 474 467
i & 8 & 8 & &
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 Asian Paints Accumulate 1,855 1,767
2 Avenue Supermarts Reduce 1,647 1,843
3 Britannia Industries Accumulate 3,307 2,903
4 Colgate Palmolive Reduce 1,267 1,564
5 Crompton Greaves Consumer Hectricals BUY 303 255
6 Dabur India Hold 464 434
7 Emami Accumulate 373 317
8 Future Retall BUY 477 381
9 GlaxoSmithKline Consumer Healthcare Hold 8,631 8,456
10 Havells India Reduce 580 670
11 Hindustan Unilever Accumulate 2,083 2,009
12 mc BUY 344 249
13 Jubilant FoodWorks BUY 1,753 1,435
14 Kansai Nerolac Paints Accumulate 507 496
15 Marico Reduce 339 394
16 Nestle India Hold 12,149 13,710
17 Pidilite Industries Accumulate 1,429 1,393
18 Titan Company BUY 1,282 1,296
19 Voltas Hold 626 674
PL’'s Recommendation Nomenclature (Absolute Performance)
Buy >15%
Accumulate 5% to 15%
Hold +5% to -5%
Reduce -5% to -15%
Sell <-15%
Not Rated (NR) No specific call on the stock
Under Review (UR) Rating likely to change shortly
November 1, 2019 5
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Amnish Aggarwal- MBA, CFA, Ms. Nishita Doshi- CA, B.Com Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views
expressed in this researchreport 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.

(US Clients)

The research analy sts, with respectto each issuer and its securities covered by themin this research report, certify that: All of the views expressed in this researchreport 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 researchreport.

DISCLAIMER

Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred toas “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depasitory Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
inv estmentbanking, financial sewvices (marginfunding) 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 therecipientonly asinfomationand is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. Itshould 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 notindependently 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
av ailable or expressed herein or for any omission therein.

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

Either PL or its affiliates or its directors orits 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 refered to in this report and they may have used the research material prior to publication.

PL may fromtime 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 Analystunder 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 interestin the subject company.

PL orits research analysts or its associates or his relatives do not have actual/beneficial ownership of one per centor 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 corflict of interest at thetime 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 pasttwelve months.

PL or its associates might have received any compensation forinvestment 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 researchreport. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection withthe preparation of the research report. PL or its Research Analysts donot have any material conflict of interest
at the time of publication of this report.

It is confimed that Mr. Amnish Aggarwal- MBA, CFA, Ms. Nishita Doshi- CA, B.Com Research Analysts of this report have not received any compensation from the companies
mentioned in the reportin the preceding twelve months

Compensation of our Research Analystsis notbasedon 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 re commendations or views expressed in this report.

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

Our sales people, traders, and other professionals or affiliates may provide oralor written market commentary or trading strategies toour 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 otherthings, 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 sel the securities of the subject company or (b) be engaged
in any other transaction involving such secuiities and earn brokerage or other compensationor act as a market maker in the financial instruments of the subject company or actas an
adv isor or lender/borrower to the subject company or may have any other potential conflict of interests with respectto any recommendation and other related information and opinions.

US Clients

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 reportis/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 andtradingsecurities held by a research analystaccount.

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. Secuiities 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 reportis not a Major
Institutional Investor as specified above, thenit should not act upon this report and retum the same to the sender. Further, this report may not be copied, duplicated and/ortransmited
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 agreementwith a U.S. registered broker-dealer, Marco Polo Securities Inc. ("MarcoPolo").

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

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, SadhanaHouse, 570, P. B. Marg, Worli, Mumbai-400 018, India| Tel: (91 22) 6632 2222 Fax: (91 22) 66322209
www.plindia.com | Bloomberg Research Page: PRLD<GO>
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