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Kansai Nerolac

Consumer Staples & Discretionary

Visible trajectory improvement under leadership of Anuj Jain; Upgrade to ADD

Kansai has introduced multiple DCF-accretive initiatives under the leadership of Mr. Anuj Jain, MD such as (1) steady
expansion of innovative product portfolio across sub-segments, (2) relaunched brand as ‘Nerolac Paint+ with Japanese
technology’ supported by higher brand and R&D spends, (3) investments in projects, Next-gen painting services and
influencer reach to connect with customers and generate pipeline, (4) Kansai has also expanded dealer reach to 31,000
outlets in FY23 from 19,000 in FY19 and has also leveraged distribution model to improve coverage of smaller cities
and rural markets. We also believe differentiated product offerings in Industrial coatings and industry tailwinds like
automotive recovery and commodity price correction offer growth and margin tailwinds. Upgrade to ADD as risk of

higher competition appears priced in after flat one-year stock performance.

Aggressive investments in multiple growth initiatives

Kansai has invested in numerous growth initiatives such as (1) brand relaunch
supported by higher R&D and ad-spends, (2) expansion of dealer network
from 24,000 in FY19 outlets to 31,000 outlets in FY23, (3) leveraging
distribution route to reach to customers in smaller cities and rural markets, (4)
multiple programs to strengthen connect with influencers and (5) aggressive
investments in product portfolio across sub-segments. It has expanded the
reach for its Projects business. It has reached to 71 towns by end of FY23.

Industry tailwinds

Kansai generates ~45% revenues from Industrial coatings and is likely to be
the biggest beneficiary of revival in Automotive and Industrial segments. It has
also invested in differentiated offerings which help its customers in energy
efficiency. It will also likely benefit from commodity correction in FY24-25.

Lowest impact in vulnerability index

We calculate the vulnerability index as per competitive intensity and likely
increase in competition in sub-segments of paints. In our view, Kansai is likely
to be least impacted paint company even if competition escalates (link).

Upgrade to ADD

We upgrade Kansai to ADD to factor in (1) investments in decorative business
(2) revival in Automotive sector and (3) correction in RM prices. We model it to
report revenue and PAT CAGR of 11.4% and 27.1%, respectively over FY23-
25. We value Kansai at DCF based revised target price of INR 360.

Financial Summary

Y/E March (INR mn) FY22A FY23A FY24E FY25E
Net Revenue 63,694 75,427 82,352 93,578
EBITDA 6,494 8,180 10,809 11,816
EBITDA Margin (%) 10.2 10.8 13.1 12.6
Net Profit 3,432 4,685 6,705 7,565
EPS (Rs) 42 5.8 83 9.4
EPS % Chg YoY (34.7) 365 43.1 12.8
P/E (x) 77.1 56.4 394 35.0
EV/EBITDA (x) 40.3 316 232 21.0
RoCE (%) 7.8 10.1 12.4 118
RoE (%) 83 10.8 13.2 12.9
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Market Data

Market Cap (INR) 264bn
Market Cap (USD) 3,198mn
Bloomberg Code KNPL IN
Reuters Code KANE.BO
52-week Range (INR) 354 /247
Free Float (%) 25.0
ADTV-3M (mn) (USD) 2.3
Price Performance (%) 3m 6m 12m
Absolute 253 183 (1.2
Relative to Sensex 7.2 9.0 142
ESG Disclosure 2021 2022 Change
ESG score 55.6 56.6 1.0
Environment 443 40.9 (3.4)
Social 38.9 38.9 -
Governance 83.6 89.9 6.3

Note - Score ranges from 0 - 100 with a higher
score indicating higher ESG disclosures.

Source: Bloomberg, I-sec research

Previous Reports

04-08-2023: Q1FY24 results review
09-05-2023: Q4FY23 results review

Please refer to important disclosures at the end of this report
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Visible trajectory improvement under leadership of Anuj Jain

We note there are multiple positive developments in Kansai in its business
fundamentals as well as industry. We model the benefits of the investments and
industry tailwinds to lead to healthy value creation in FY24-25. We note (1) the
company is investing in new product development, distribution expansion, tinting
machines as well as influencers. It has also invested in brand development with brand
relaunch, project business, painting services and (2) industry tailwinds such as revival
in automotive sector and correction in commodity prices also augur well.

Structural improvements in Decorative business

Steady expansion of product portfolio

The company has done multiple new product launches in recent past. It has introduced
products across premium and economy paints. It has also expanded product portfolio
of waterproofing and construction chemicals. It has expanded the product portfolio of
primers and wood coatings.

We believe strong investments in innovation will likely result in attracting more
consumers across income levels leading to strong revenue growth.

Product portfolio expansion

Decoratives segments New product / range launch

Paints Impressions Kashmir
Excel Everlast 12
Suraksha Plus NXT
Excel Anti Peel NXT
Beauty Smooth NXT
True Sheen Exterior Emulsion

Woaterproofing & construction chemicals Prema NoDamp+
Perma Damp Lock
Tile Adhesive

Primer & Thinners Premium Primer NXT

Economy Exterior Primer
1K Epoxy Primer
Economy Interior Primer

Wood coatings and others TermiProtect
Wonderwood 111 thinner

Source: Company data, I-Sec research

Brand relaunch as ‘Paint+ with Japanese technology’...

Kansai has relaunched the brand in India as ‘Nerolac Paint+ with Japanese
technology’. We believe the new logo is likely to rejuvenate the entire value chain of
dealers, painters and customers. Also the usage of words like ‘Japanese technology’
helps to premiumize the brand imagery.
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Nerolac - brand relaunched

NEROLAC

PAINT+

Source: Company data, I-Sec research

...Supported by higher R&D Spends and brand building spends

The company has upped the spends in R&D as well as brand building. We believe
increase in innovation could allow to expand the product portfolio at faster pace. We
also believe increase in share of voice (higher ad-spends) will eventually result in
market share gains.

Higher R&D spends as % of Net sales Increase in Ad-spend as % of Net sales
R&D Spends as % of net sales Adspend as % of net sales
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Expansion of distribution network

The company has steadily expanded the distribution reach to 31,000+ outlets in FY23
from 24,000+ outlets in FY19. Its pace of distribution expansion has also accelerated
now. We believe Nerolac brand had strong awareness. With improving availability
(distribution expansion) of products, we believe there is strong scope to leverage the
brand and expand market shares.

Steady investments in tinting machines will also lead to higher throughput-per-store
and it will also strengthen the moats in distribution.
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Dealer network expansion
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Investments in driving influencer reach
Influencer (painters, architects etc) are critical in paints sector and help the consumers
while making decisions about paints. The company has initiated multiple projects and
strengthened the teams to reach out to multiple influencers. While some benefits of
these initiatives are already visible, we believe the majority of the benefits will likely be

realized in FY24-26.

Investments in influencer reach

Investment details

Increase in headcount of demand
generation assistants

Pragati program for painters

Training to painters
llluminati program
Expansion of on-ground team for

Projects

Next gen painting services

Distributor model

Particulars

DGAs are first point contact for painters

Increase in number of DGAs in multiple cities will help to generate
demand

Several benefits and schemes for Painters with direct benefit
transfer to painters

Enhancement of Pragati app in FY23

Advanced training to 61,000 painters via classroom session or
mobile training academy.

Program to capture interest of Architects and interior designers
Also developed APP 'LEAD' to drive connect.

Team to identify and create a demand pipeline.

Also integrated construction chemicals and projects teams to
emerge as complete solution provider

Reached to 450 cities in Next gen painting services

Apart from dealer network, distributor model is helping to expand
reach in Tier I, Tier lll and rural markets.

Source: Company data, |I-Sec research
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Investments in Industrial coatings

Kansai has investments in introducing R&D backed product offerings to its customers
which help in energy efficiency. It has also introduced differentiated coatings and
vibrant colours. We note the company has gained market shares in Two wheelers as
well as Electric vehicles. It has also expanded product portfolio in performance
coatings.

Product portfolio expansion of Industrial coatings

Kansai entered Seam sealer, underbody blacks, alloy wheels and
fasteners coating segment
Introduced tin free CED coating in PV segment

Entry in new segments (PV)

Market share gains in Two Achieved market share gains in Two wheelers in FY23
Wheelers

Introduced innovative coating solution that comply with E20 and E30
norms

Introduced energy efficient products that reduce carbon footprint during
use/ application phase

Electric vehicles Focussed on market penetration and introduced vibrant colours

Commercial vehicles

Performance coatings Introduced multiple differentiated offerings to penetrate further

Source: Company data, |-Sec research
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Titanium di-oxide
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Industry tailwinds to drive growth

Revival in automotive production

Post steep decline in PV production during covid, the PV production was also impacted
due to chip availability in FY21 and H1FY22. As both these issues are largely behind,
we believe the steady revival in automotive sector will likely result in higher growth of
Industrial paints. Kansai generates ~45% revenues from Industrial coatings. Revival of
Automotive sector is also expected to benefit it maximum among the peers.
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Source: Company data, I-Sec research

Correction in Commodity prices
Most commodity prices have corrected YoY. We believe it will likely provide margin
tailwinds in FY24.

Titanium Dioxide (Rs/Kg)
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Operational highlights (Quarterly)

Revenues and growth rates

mm Net Sales  e====YoY growth (RHS)

Gross and EBITDA margins

—&— Gross margin —&— EBITDA margin

25000 - - 140.0 45 -
- 120.0 40 4
20000 - - 100.0
35 -
- 80.0
L 30 H
15000 1 60.0
— - 40.0 25
=
- 20.0 < R
£ 10000 - | - g 20
Z 15 A
= - (20.0) 10
5000 H L (40.0)
- (60.0) 5 1
0 T T T T T T T T T T T T T T T T T T T T T T°7T (80.0) T T T T T T T T T T T T T T T T T T T T T T T T 1
0 0 O 00 O O d4 <4 N N Mm M < 0 W O O O O =@ H o N m m <
4 44 94 4 d d N NN NN NN 4 24 4 4 & & 4 N & N N & N
S > > > > > > > > > 5> > > B S
[V T (T (I I O e N N N T R T 1 1 1 N T T N N
— o — o™ ~— m — m ~— m — m — — o™ — m — (32] ~— m — ™ ~— ™ —
O OO0 OO0 oo oo oo o O o o oo o o o oo o o o o
Source: Company data, I-Sec research Source: Company data, I-Sec research
Raw material cost Staff and other expenditure
—&— Raw material cost as % of Net sales $— Staff cost as % of Net sales
75 A 25 - —— Other Expenditure as % of net sales
70 + 20 A
65 15 1
g
60 1 £ 10 -
55 A 5 |
50 T T T T T T T T T T T T T T T T T T T T
®© ® 9 9 9 9 ° = 8 8 9 9 % 0 00. .00. Icnl Iovl Iol Iol S .N. .N. Iml Iml .#.
> > > > > > 4 =4 HA H4 & & 4 N & & N & N
o o o o o o o o o o o o o
Source: Company data, I-Sec research Source: Company data, I-Sec research
Net profit and growth rates Effective tax rate
mmm Net profit Y 0Y Growth rates (RHS) —e— Effective tax rates
2500 - - 700 60
- 600 50 A
2000 A L
500 40 J
- 400
1500 A R
- 300 s 30
B 9-’20
- 200 7
DE: 1000 -
z - 100 10 4
500 A -0 0 — T T T T T T T T T T T T T T T T T T
- -100 4
I -10 -
0 llllllllol IOI IHI IHI T T T T T T T T -200 2 2 2 2 8 8 H N g N m m §
N A S A A A o A
CLELEEL0LLE 5L L 5338385358383
O OO0 OO0 o oo oo oo
Source: Company data, I-Sec research Source: Company data, I-Sec research

India | Equity Research



Kansai Nerolac | Company Update | 07 August 2023

Mean P/E and standard deviation
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Key risks:
Higher-than-expected competition and steep inflation in input prices.
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement
(INR mn, year ending March)

FY22A FY23A FY24E FY25E
Net Sales 63,694 75,427 82,352 93,578
Operating Expenses 12,927 14,605 17,085 19,571
EBITDA 6,494 8,180 10,809 11,816
EBITDA Margin (%) 10.2 10.8 13.1 12.6
Depreciation & Amortization 1,698 1,801 1,929 2,087
EBIT 4,796 6,379 8,880 9,729
Interest expenditure 286 290 283 283
Other Non-operating 254 260 363 663
Income
Recurring PBT 4,764 6,349 8,960 10,110
Profit / (Loss) from
Associates ) ) . .
Less: Taxes 1,333 1,664 2,255 2,545
PAT 3,432 4,685 6,705 7,565
Less: Minority Interest (159) (53) (60) (60)
Extraordinaries (Net) 32 102 5,159 -
Net Income (Reported) 3,622 4,839 11,924 7,625
Net Income (Adjusted) 3,432 4,685 6,705 7,565

Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)

FY22A FY23A FY24E FY25E
Total Current Assets 30,208 33,050 43,473 50,250
of which cash & cash eqv. 1,060 1,269 8,779 10,832
Total Current Liabilities & 11,340 13513 14754 16,765
Provisions
Net Current Assets 18,868 19,536 28,719 33,484
Investments 4,680 7,803 7,803 7,803
Net Fixed Assets 19,762 20,882 21,953 22,866
ROU Assets - - - -
Capital Work-in-Progress 2,246 1,131 1,131 1,131
Total Intangible Assets 198 198 198 198
Long Term Loans &
Advances ) ) ) )
Deferred Tax assets - - - -
Total Assets 45,754 49,550 59,803 65,482
Liabilities
Borrowings 3,174 2,827 2,827 2,827
Deferred Tax Liability 1,065 1,119 1,119 1,119
Provisions - - - -
Other Liabilities - - - -
Equity Share Capital 539 539 539 539
Reserves & Surplus 40,783 44,798 55,051 60,730
Total Net Worth 41,322 45,337 55,590 61,269

Minority Interest 193 267 267 267

Total Liabilities 45,754 49,550 59,803 65,482
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Sep-22 Dec-22  Mar-23 Jun-23
Net Sales 19,310 18,268 17,336 21,568
% growth (YOY) 19.2% 0.9% 13.2% 5.1%
EBITDA 1,994 1,955 1,681 3,315
Margin % 10.3% 10.7% 9.7% 15.4%
Other Income 41 74 97 172
Extraordinaries 44.1 -4.2 8.5 5,159
Adjusted Net Profit 1,112 1,090 962 2,198

FY22A FY23A FY24E FY25E
Operating Cashflow 241 6,080 6,962 6,939
Working Capital Changes (4,864) (460) (1,672) (2,713)
Capital Commitments (2,715) (1,806) (3,000) (3,000)
Free Cashflow (2,474) 4,274 3,962 3,939
Other investing cashflow 4,367 (3,123) - -
Cashflow from Investing
Activities 1,652 (4,929) (3,000) (3,000)
Issue of Share Capital - - - -
Interest Cost - - - -
Inc (Dec) in Borrowings 730 (347) - -
Dividend paid (1,213) (1,455) (1,671) (1,886)
Others - - - -
Cash flow from Financing
Activities (2,079) (942) 3,648 (1,886)
Chg. in Cash & Bank (185) 209 7,510 2,053
balance
Closing cash & balance 1,060 1,269 8,779 10,832

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY22A FY23A FY24E FY25E
Per Share Data (INR)
Reported EPS 4.2 5.8 8.3 9.4
Adjusted EPS (Diluted) 4.2 5.8 8.3 9.4
Cash EPS 6.3 8.0 10.7 119
Dividend per share (DPS) 15 1.8 2.1 2.3
Book Value per share (BV) 51.1 56.1 68.8 75.8
Dividend Payout (%) 35.3 31.1 24.9 24.9
Growth (%)
Net Sales 26.3 18.4 9.2 13.6
EBITDA (24.8) 26.0 321 9.3
EPS (INR) (34.7) 36.5 43.1 12.8
Valuation Ratios (x)
P/E 77.1 56.4 394 35.0
P/CEPS 51.6 40.8 30.6 274
P/BV 6.4 5.8 4.8 4.3
EV /EBITDA 40.3 31.6 232 21.0
P/ Sales 4.2 35 3.2 2.8
Dividend Yield (%) 0.0 0.0 0.0 0.0
Operating Ratios
Gross Profit Margins (%) 305 30.2 33.9 335
EBITDA Margins (%) 10.2 10.8 13.1 12.6
Effective Tax Rate (%) 28.0 26.2 25.2 25.2
Net Profit Margins (%) 5.4 6.2 8.1 8.1
Net Debt / Equity (x) (0.1) (0.1) (0.2) (0.3)
Net Debt / EBITDA (x) (0.4) (0.8) (1.3) (1.3)
Fixed Asset Turnover (x) 2.0 2.2 2.2 2.4
Working Capital Days 20 23 9 3
Inventory Turnover Days 104 91 87 89
Receivables Days 70 65 63 64
Payables Days 15 16 16 16
Profitability Ratios
RoCE (%) 7.8 10.1 12.4 11.8
RoE (%) 8.3 10.8 13.2 12.9
RolC (%) 7.8 10.1 12.4 11.8

Source Company data, I-Sec research

Source Company data, I-Sec research
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Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return
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and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
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Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein
is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable
basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
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This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
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offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report
at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed
in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of
specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment
risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised
to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice.

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

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date
of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other
advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or
its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

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

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial
ownership of one percent or more or other material conflict of interest in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction,
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it
is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

India | Equity Research 12


http://www.icicibank.com/

Kansai Nerolac | Company Update | 07 August 2023

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.
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