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Key changes in this note

> Lower target price to Rs255 from Rs300.
> Lower FY26/27F EPS by 3.7%/3.6%.
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Kansai Nerolac Paints Limited
Weakness persists

m Consolidated sales declined by 0.3% yoy to Rs19.5bn in 2QFY25. The overall
volume grew by c.4% while the decorative business saw a volume decline.

m Gross/EBITDA margins contracted 160bp/310bp yoy to 34%/10.9%.
Management expects the EBITDA margin in the 13-14% range in near term.

m We retain our negative stance on KNPL and reiterate our REDUCE rating on it
with a lower target price of Rs255 (26x Sep 2026F EPS) from Rs300 earlier.

KNPL continues to lag industry growth over the past few years

Kansai Nerolac Paints’ (KNPL) consolidated net sales declined by 0.3% yoy to Rs19.5bn
while standalone recorded a growth of ~1% yoy Rs18.6bn in 2QFY25. The overall volume
grew in mid-single digits (c.4%) while the decorative paints segment saw a decline, led by
muted demand due to extended monsoons. Oct 2024 saw some improvement in demand,
as per management, but there was some weakness towards the end of the month. In
terms of regions, east & north Indian markets performed better in 2Q. KNPL claims urban
demand remains firm, but with a new entrant aggressively stepping up its distribution reach
& the No.2 player investing in increasing its penetration in urban markets, we expect KNPL
to feel the pinch and fight a challenging uphill battle to regain its lost market share.

Better performance in the industrial segment continues

KNPL'’s automotive segment witnessed good growth in the passenger vehicle space, with
the improvement clocked in salience of new segments. The two-wheeler segment declined
on account of weak demand. Non-automotive (performance coatings) business saw
healthy growth led by high-performance coatings, with an increase in salience of liquids
while powder coatings withnessed modest growth. Management’s guidance entailed a high
single-digit volume growth in FY25F for the decorative paint business and higher optimism
of posting better growth in 2HFY25F led by festive & wedding demand. The focus remains
on improving the salience of premium offerings across both decorative and industrial
segments, which can aid in maintaining the margin at a similar level.

Margin outlook remains unchanged; improvement looks difficult
KNPL witnessed gross margin contraction of 163bp, largely led by deterioration in the sales
mix, further accentuated by better performance in the industrial segment, which registers
a lower margin vs. the decorative business. KNPL took price hikes in 1HFY25, but the
margin is expected to remain under pressure (flat yoy) unless there is a
structural/sustainable improvement in the paint+ range & new product salience is visible.

Retain REDUCE rating with a lower target price of Rs255

Our concerns over KNPL regaining its market share in the decorative paint segment
remains unchanged. We reiterate our REDUCE rating on the stock with a lower target price
of Rs255 (26x Sep 2026F EPS), from Rs300 earlier. Upside risk: Market share gains in the
decorative paint segment.

Financial Summary Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue (Rsm) 75,427 78,014 81,837 88,712 96,193
Operating EBITDA (Rsm) 8,180 10,278 10,564 11,353 12,251
Net Profit (Rsm) 4,685 11,758 6,937 7,713 8,223
Core EPS (Rs) 8.7 8.4 8.6 9.5 10.2
Core EPS Growth 36.5% (3.5%) 2.3% 11.2% 6.6%
FD Core P/E (x) 31.19 32.34 31.60 28.42 26.66
DPS (Rs) 47 5.6 6.6 7.8 9.2
Dividend Yield 2.61% 3.08% 3.64% 4.29% 5.06%
EV/EBITDA (x) 17.48 20.07 19.39 17.99 16.65
P/FCFE (x) 172.68 (54.14) 12.40 34.78 24.82
Net Gearing (7.4%) (23.3%) (26.5%) (26.8%) (27.7%)
P/BV (x) 3.22 3.93 4.00 3.90 3.95
ROE 10.8% 13.4% 12.5% 13.9% 14.7%
% Change In Core EPS Estimates (3.88%) (3.74%) (3.66%)

InCred Research/Consensus EPS (x)




Equities

Building Materials | India
Kansai Nerolac Paints Limited | November 09, 2024

Weakness persists

Figure 1: Quarterly results summary - consolidated
Y/E Mar (Rs. m) 2QFY24 1QFY25 2QFY25 YoY (%) QoQ (%) 1HFY24 1HFY25 Gr (%)
Revenue 19,565 21,331 19,514 -0.3 -8.5 41,133 40,844 -0.7
Expenditure 16,833 18,035 17,395 3.3 -3.5 35,086 35,429 1.0
Consumption of RM 12,600 13,477 12,884 2.3 4.4 26,561 26,362 -0.8
as % of sales 64.4%  63.2%  66.0% 64.6%  64.5%
Employee costs 1,085 1,245 1,246 14.8 0.0 2,157 2,491 15.5
as % of sales 5.5% 5.8% 6.4% 5.2% 6.1%
Other expenditure 3,148 3,312 3,265 3.7 -1.4 6,368 6,577 3.3
as % of sales 16.1% 15.5% 16.7% 15.5% 16.1%
EBITDA 2,732 3,296 2,119 -22.4 -35.7 6,047 5,415 -10.5
Depreciation 474 481 486 2.5 0.9 941 967 2.8
EBIT 2,259 2,815 1,634 -27.7 -42.0 5,107 4,448 -12.9
Other income 220 338 267 21.3 -21.1 392 605 54.3
Interest 76 72 73 -4.2 1.0 147 145 -1.6
PBT 2,403 3,081 1,828 -23.9 -40.7 5,352 4,909 -8.3
Total tax 648 832 630 -2.7 -24.3 2,869 1,462 -49.0
Adjusted PAT 1,755 2,249 1,198 -31.8 -46.7 2,482 3,446 38.8
Minority interest (MI) -17 -60 -30 -57 -90
APAT after MI 1,772 2,308 1,228 -30.7 -46.8 2,539 3,536 39.3
Extraordinary items 0 0 0 - - -6,613 0
Reported PAT 1,772 2,308 1,228 -30.7 -46.8 9,152 3536 -61.4
Adjusted EPS 2.2 2.9 15 -30.7 -46.8 11.3 4.4 -61.4
Margins (%) 2QFY24 1QFY25 2QFY25 YoY (bp) QoQ (bp) 1HFY24 1HFY25 (bp)
Gross margin 35.6%  36.8%  34.0% -160 -280 354%  35.5% 0
EBITDA 14.0% 15.5% 10.9% -310 -460 14.7% 13.3% -140
EBIT 11.5% 13.2% 8.4% -320 -480 12.4% 10.9% -150
EBT 12.3% 14.4% 9.4% -290 -510 13.0% 12.0% -100
PAT 9.0% 10.5% 6.1% -280 -440 6.0% 8.4% 240
Effective tax rate 27.0% 27.0% 34.5% 750 750 53.6% 29.8% -2,380
Figure 2: Our revised earnings estimates
FY25F FY26F FY27F
Y/E Mar (Rs. m) Earlier Revised % change Earlier Revised % change Earlier Revised % change
Revenue 83,985 81,837 (2.6) 91,035 88,712 (2.6) 98,707 96,193 (2.5
EBITDA 10,942 10,564 (3.5) 11,758 11,353 (3.4) 12,685 12,251 (3.4
EBITDA Margin (%) 13.0% 12.9% -10 bp 12.9% 12.8% -10 bp 12.9% 12.7% -10 bp
APAT 7,217 6,937 (3.9 8,012 7,713 (3.7) 8,535 8,223 (3.7)
EPS 8.9 8.6 (3.9 9.9 9.5 3.7) 10.6 10.2 (3.7)

Figure 3: KNPL’s one-year forward P/E trades between -1SD and -2SD
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BY THE NUMBERS
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Profit & Loss
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Net Revenues 75,427 78,014 81,837 88,712 96,193
Gross Profit 22,785 27,573 28,577 30,607 32,788
Operating EBITDA 8,180 10,278 10,564 11,353 12,251
Depreciation And Amortisation (1,801) (1,905) (2,036) (2,159) (2,263)
Operating EBIT 6,379 8,373 8,529 9,194 9,989
Financial Income/(Expense) (30) 627 848 1,231 1,436
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 6,349 8,999 9,377 10,425 11,424
Exceptional Items 6,613
Pre-tax Profit 6,349 15,612 9,377 10,425 11,424
Taxation (1,664) (3,854) (2,440) (2,712) (3,202)
Exceptional Income - post-tax
Profit After Tax 4,685 11,758 6,937 7,713 8,223
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 4,685 11,758 6,937 7,713 8,223
Recurring Net Profit 4,685 6,778 6,937 7,713 8,223
Fully Diluted Recurring Net Profit 4,685 6,778 6,937 7,713 8,223
Cash Flow
(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
EBITDA 8,180 10,278 10,564 11,353 12,251
Cash Flow from Invt. & Assoc. 96
Change In Working Capital (706) 301 3,071 (1,220) 748
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow
Net Interest (Paid)/Received (290) (292) (284) (310) (310)
Tax Paid (1,664) (3,854) (2,440) (2,712) (3,202)
Cashflow From Operations 5,615 6,433 10,911 7,111 9,488
Capex (1,804) (3,006) (2,600) (1,850) (1,900)
Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments (2,908) (8,288) 8,229 (500) (500)
Other Investing Cashflow 260 919 1,132 1,541 1,746
Cash Flow From Investing (4,453) (10,375) 6,761 (809) (654)
Debt Raised/(repaid) (317) (106)
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (3,815) (6,754) (7,969) (9,404) (11,097)
Preferred Dividends
Other Financing Cashflow 3,223 12,037 30 3,127 2,073
Cash Flow From Financing (910) 5,178 (7,939) (6,277) (9,023)
Total Cash Generated 253 1,235 9,733 24 (190)
Free Cashflow To Equity 846 (4,049) 17,672 6,302 8,833
Free Cashflow To Firm 1,453 (3,650) 17,957 6,612 9,143
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Balance Sheet

(Rs mn) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Cash And Equivalents 6,250 15,829 17,332 17,857 18,167
Total Debtors 12,379 13,349 10,854 11,250 10,931
Inventories 17,291 16,875 18,004 20,368 22,074
Total Other Current Assets 4,900 4,661 5,008 5,392 5,810
Total Current Assets 40,821 50,713 51,199 54,867 56,982
Fixed Assets 22,013 23,114 23,678 23,370 23,007
Total Investments 32 73 73 73 73
Intangible Assets 198 198 198 198 198
Total Other Non-Current Assets
Total Non-current Assets 22,243 23,385 23,949 23,640 23,278
Short-term Debt 1,824 1,360 1,360 1,360 1,360
Current Portion of Long-Term Debt
Total Creditors 13,011 13,505 16,138 18,061 20,614
Other Current Liabilities
Total Current Liabilities 14,834 14,865 17,498 19,421 21,974
Total Long-term Debt 1,047 1,404 1,404 1,404 1,404
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities
Total Non-current Liabilities 1,047 1,404 1,404 1,404 1,404
Total Provisions 1,579 1,842 1,262 1,262 1,262
Total Liabilities 17,460 18,111 20,164 22,088 24,641
Shareholders Equity 45,337 55,826 54,823 56,259 55,458
Minority Interests 267 160 160 160 160
Total Equity 45,604 55,986 54,984 56,420 55,619
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Revenue Growth 18.4% 3.4% 4.9% 8.4% 8.4%
Operating EBITDA Growth 26.0% 25.6% 2.8% 7.5% 7.9%
Operating EBITDA Margin 10.8% 13.2% 12.9% 12.8% 12.7%
Net Cash Per Share (Rs) 6.27 16.16 18.02 18.67 19.05
BVPS (Rs) 84.13 69.06 67.82 69.59 68.60
Gross Interest Cover 22.00 28.66 30.00 29.66 32.22
Effective Tax Rate 26.2% 24.7% 26.0% 26.0% 28.0%
Net Dividend Payout Ratio 81.4% 131.2% 114.9% 121.9% 135.0%
Accounts Receivables Days 56.41 60.19 53.97 45.47 42.08
Inventory Days 116.44 123.62 119.52 120.52 122.16
Accounts Payables Days 82.88 95.93 101.57 107.41 111.32
ROIC (%) 14.6% 18.7% 20.5% 21.6% 24.1%
ROCE (%) 13.4% 15.4% 14.4% 14.9% 15.8%
Return On Average Assets 7.8% 6.6% 8.2% 8.4% 8.5%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is 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 IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
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In the past 12 months, IRSPL or any of its associates may have:
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b) Managed or co-managed public offering of securities for the subject company,
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d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
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research report.

Research Analyst may have served as director, officer, or employee in the subject company.
We or our research analyst may engage in market-making activity of the subject company.
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company and may earn brokerage or other compensation. However, Analysts are forbidden to acquire, on their own account or hold securities
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Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (i) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




