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Economy News
 The government will keep a close watch on gold imports after a spurt in

the yellow metal coming into the country led to India's trade deficit
widening to an 18-month high in November.  "Gold imports have risen
phenomenally and the government would examine the impact of last
month's revision of the socalled 80:20 rule," commerce secretary Rajeev
Kher said in Mumbai on Tuesday. "I am sure the government would like to
watch the consequences of that revision. So we will wait and take a call at
an appropriate time." (ET)

 The finance ministry will move a formal proposal seeking Cabinet
endorsement for the constitutional amendment bill to facilitate the goods
and services tax (GST) after securing support from the states.  A senior
ministry official told ET that the proposal could be taken up at the next
meeting of the Cabinet, likely on Wednesday. (ET)

 The Insurance (Amendment) Bill could not be taken up in the Rajya Sabha
on Tuesday. The Opposition parties disrupted proceedings demanding an
explanation from Prime Minister Narendra Modi about the alleged forced
religious conversions in Uttar Pradesh. (BS)

Corporate News
 The alleged irregularity in the coal block allocation to Hindalco took a

new turn on Tuesday with a special court rejecting a closure report filed by
the Central Bureau of Investigation (CBI) in the case two months ago. The
court directed the agency to examine former prime minister Manmohan
Singh, who held the additional portfolio of coal minister at the time of the
controversial allotment. (BS)

 The government has approved a series of measures to bail out cash-
strapped airline SpiceJet, which is in danger of having to suspend
operations. After hectic discussions that ran late into the night on
Monday, the ministry of civil aviation said on Tuesday that banks could be
requested to give working capital loans based on assurances by the
promoter. (BS)

 In what could be one of the largest launches in the telecom services space,
Reliance Jio Infocomm is set to roll out its 4G LTE services in 800 Indian
cities between April and June next year. (BS)

 The rouble's fall affected share prices of Indian pharmaceutical companies
Dr Reddy's Laboratories and JB Chemicals on Tuesday, on fear that a
crash of the Russian currency would hurt their exports. (BS)

 Jagran Prakashan Limited (JPL), which publishes 12 newspapers
including its flagship brand Dainik Jagran, is set to enter the radio space
with the acquisition of Media Broadcast Private Limited (MBPL)'s Radio
City 91.1 FM. The JPL board, which approved the acquisition on Tuesday,
informed the exchanges that the deal would be funded by internal
accruals. The investment is partly for purchase of equity and partly for
replacement of loans of sellers. (BS)

 Power consumers in Gujarat may have to shell out more for the power
they consume as state owned electricity distribution companies (DISCOMS)
as well as private sector power supplier Torrent Power Limited (TPL)
have filed petitions with Gujarat Electricity Regulatory Commission (GERC)
seeking increase in power tariff for the year 2015-16. (BS)

Equity
% Chg

15 Dec 14 1 Day 1 Mth 3 Mths

Indian Indices
SENSEX Index  26,781  (2.0)  (5.0)  0.6
NIFTY Index  8,068  (1.8)  (4.3)  1.2
BANKEX Index  20,436  (2.9)  1.2  12.7
BSET Index  10,265  1.7  (6.0)  (1.0)
BSETCG INDEX  14,842  (1.7)  (6.7)  (0.7)
BSEOIL INDEX  9,612  (1.4)  (12.0)  (12.4)
CNXMcap Index  11,826  (2.5)  (3.6)  2.2
BSESMCAP INDEX  10,629  (3.4)  (6.3)  (1.9)

World Indices
Dow Jones  17,069  (0.7)  (3.3)  (0.5)
Nasdaq  4,548  (1.2)  (2.6)  (0.3)
FTSE  6,332  2.4  (5.1)  (6.6)
NIKKEI  16,755  (2.0)  (0.9)  5.9
HANGSENG  22,671  (1.6)  (4.8)  (7.1)

Value traded (Rs cr)
15 Dec 14 % Chg - Day

Cash BSE  3,369  23.2
Cash NSE  18,260  30.3
Derivatives  401,965  86.6

Net inflows (Rs cr)
12 Dec 14 % Chg MTD YTD

FII  (398)  (51)  4,612  102,827
Mutual Fund  320  (33)  2,781  19,545

FII open interest (Rs cr)
12 Dec 14 % Chg

FII Index Futures  18,111  (3.6)
FII Index Options  68,442  5.8
FII Stock Futures  51,222  (1.6)
FII Stock Options  2,684  (0.1)

Advances / Declines (BSE)
15 Dec 14 A B T Total % total

Advances 29 333 160  522 18
Declines  271  1,732  286  2,289 79
Unchanged  -  48 32  80 3

Commodity % Chg

15 Dec 14 1 Day 1 Mth 3 Mths

Crude (NYMEX)  (US$/BBL)  54.7  (2.2)  (27.7)  (42.1)
Gold   (US$/OZ)  1,197.8  (0.8)  1.2  (3.1)
Silver  (US$/OZ)  15.8  (4.8)  (1.4)  (15.4)

Debt / forex market
15 Dec 14 1 Day 1 Mth 3 Mths

10 yr G-Sec yield %  8.0  7.8  8.2  8.5
Re/US$  63.4  62.9  61.7  61.1

Sensex

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express,
BL = Business Line,  ToI: Times of India, BSE = Bombay Stock Exchange
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KANSAI NEROLAC PAINTS LTD (KNPL)
PRICE: RS.1925 RECOMMENDATION: BUY
TARGET PRICE: RS.2400 FY16E P/E: 24.2X

We would want to highlight the following positives for KNPL  in the current
environment 1) Falling crude prices leading to benign raw material
situation; 2) Strong volume growth on the back of improving car sales ; 3)
Gaining market share in the decorative segment and 4) Reasonable relative
valuations. The stock price has increased by ~20% in the last one month and
by 60% in the last six months and currently trades at ~24.2x FY16E PE. With
improvement in business environment and margins, we estimate earnings
CAGR of 50% over FY14 to FY16E. We continue to value the company at 30
times one year forward FY16E P/E (15% discount to Asian Paints and Berger
Paints). Continue to Recommend BUY with a TP of Rs 2400.

KNPL to benefit from recovery in automotive demand
Industrial segment contributes ~45% to KNPL's revenues with automotive segment
contributing 75% of the industrial segment revenues. KNPL's strong dominance in
automotive paints segment is supplemented by its parent Kansai's association with
global OEMs that have a strong presence in India. High level of investments in tech-
nology and R&D and relationship with OEM act as key entry barrier for this segment.
KNPL has been able to gradually improve its market share in this segment.

Auto demand has been strong even for the month of November 2014 with eight top
companies registering a growth of 10% YoY at 198,427 vehicles. With improvement
in automotive demand from May 2014 to November 2014 and expected recovery to
continue, we estimate KNPL to be the largest beneficiary of the same.

Volumes for listed companies (as on November end)

FY14 YTD FY15 YTD YoY (%)

TVS Motor 1,360,924 1,745,652 28.3

Maruti Suzuki 739,246 835,912 13.1

M&M 331,078 305,348 -7.8

Tata Motors 397,179 321,137 -19.1

Source; Industry

KNPL is also aggressively looking to increase market share in
decorative paints
KNPL has ~15% market share in decorative paints which it intends to improve
through 1) Aggressive marketing 2) Improving geographical reach through addition
of dealers, 3) New product launches which are eco-friendly, lead free, low VOC etc.
and  4) Trying to connect directly with the customers through initiatives like tinting
machines.

Margins on decorative paints are also better than for industrial paints. We expect
revenue contribution of decorative segment to improve gradually for KNPL over FY14
to FY16E.

In H1FY15 company took a price hike of 4% - to aid the margins
KNPL took small hikes across segments following the leader - Asian Paints - which
has expanded the margins of the company by 30 bps QoQ and 140 bps YOY in
Q2FY15. Margins have improved for second consecutive quarter for the company
after falling for preceding 4 consecutive quarters. This is primarily because of price
increase taken (by all paint companies across categories) and fall in price of key raw
material - Titanium Dioxide by 15% YoY. We expect the company to continue to
make small hikes in paint prices in both the key segments of industrial and decora-
tive.

Summary table

(Rs mn) FY14 FY15E FY16E

Sales 31,866 40,396 48,325
Growth (%) 10.8 26.8 19.6
EBITDA 3,480 5,534 6,717
EBITDA margin (%) 10.9 13.7 13.9
PBT 2,905 5,048 6,192
Net profit 1,948 3,534 4,335
EPS (Rs) 36.1 65.6 80.4
Growth (%) 5.0 81.4 22.7
CEPS (Rs) 48.4 78.3 93.9
BV (Rs/share) 274.1 328.1 396.9
Dividend / share (Rs) 11.0 11.0 11.0
ROE (%) 13.2 20.0 20.3
ROCE (%) 13.2 19.3 19.7
Net cash (debt) 2,500 6,029 12,314
NW Capital (Days)  43.2  42.2  43.4
EV/EBITDA (x) 30.4 19.1 15.7
P/E (x) 54.0 29.7 24.2
P/Cash Earnings 40.3 24.9 20.8
P/BV (x) 7.1 5.9 4.9

Source: Company, Kotak Securities - Private
Client Research

COMPANY UPDATE

Amit Agarwal
agarwal.amit@kotak.com

+91 22 6621 6222
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Fall in price of Titanium Dioxide (Rs/kg)

Source: Bloomberg

Revenue CAGR of 23% for KNPL supported by 12% growth in vol-
umes
KNPL offers a quasi-play on Indian passenger cars and a balanced play for growth in
decorative paints. While other Indian listed paint companies derive around 70%-
80% of their revenue from decorative paint business, KNPL has a balanced revenue
portfolio with revenue split of 55:45 between decorative paints and industrial paints.

Over FY14-FY16E, we build in 23% revenue growth for KNPL supported by around
12% growth in volumes and 11% increase in realization.

Quarterly performance continues to be strong

Quarterly financial performance

(Rs mn) Q2FY14 Q3FY14 Q4FY14 Q1FY15 Q2FY15

Sales 7,917 8,241 7,467 9,237 9,232

Raw Material consumed 5,251 5,712 5135 6210 6165

Employee cost 376 333 334 340 349

Other expenses 1,373 1,324 1,179 1,517 1,514

Total operating cost 7,000 7,369 6,648 8,067 8,028

EBIDTA 917 872 819 1,170 1,204

Ebidta (%) 11.6 10.6 11.0 12.7 13.0

Depreciation 161 166 170 165 174

Interest 3 1 1 0 0

Other income 14 28 24 78 44

PBT 767 733 672 1,083 1,074

Taxes 250 242 223 354 347

PAT 517 491 449 729 727

Equity 539 539 539 539 539

EPS (Rs) 9.6 9.1 8.3 13.5 13.5

Source: Company

KNPL earlier had reported strong set of numbers for Q2FY15 with healthy growth in
sales and profitability. Sales were reported at Rs 9.23 bn (+17% YoY). Margins were
reported strong at 13% improving 30 bps QoQ and 140 bps YOY. Margins have
improved for second consecutive quarter for the company after falling for preceding
4 consecutive quarters. This is primarily because price increase taken (by all paint
companies across categories) and fall in price of key raw material - Titanium Dioxide
by 15% YoY. Consequently, PAT was reported at Rs 723 mn translating into EPS of
Rs.13.5 (flat QoQ and +41% YoY).
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Near term capacity requirements in place - no major near term
capex
With the commencement of phase 2 operations in Hosur, Tamil Nadu, the total ca-
pacity installed capacity currently for KNPL currently stands at ~4 lakh tonnes (up
from 220K tonnes in FY11) with utilization rate of ~64%. We believe the current
capacity should be sufficient for medium term growth of the company. We estimate
the company to spend a total of ~Rs 1.5 bn towards maintenance capex over FY14
to FY16E.

Current capacities of KNPL

Million Tonnes FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14

Paints, Varnishes and Enamels 159,000 166,000 186,000 208,000 220,000 270,000 330,000 400,000

Production 101,000 114,000 128,000 164,000 176,000 210,000 234,000 256,000

Capacity utilisation (%) 63.5 68.7 68.8 78.8 80.0 77.8 70.9 64.0

Source: Company, Kotak Securities - Private Client Research

We expect the company to report improved margins and return
ratios over FY14 to FY16E
ROE for KNPL has moderated significantly from ~23% in FY11 to -13% in FY14
which we believe should improve over FY14 to FY16E. The earlier fall was largely
led by margin contraction and lower asset turnover.

Outlook and Valuation
We believe valuation of KNPL would be driven by 1) sustained market share in the
industrial segment; 2) improvement in market share in high growth decorative seg-
ment. We also believe that the company is well placed to achieve healthy growth in
terms of a) capacity (4 lakh tonnes) b) ever growing dealer base (currently at 15000)
c) strong customer base in the auto segment; d) Technological Knowhow; e) parent-
age of Kansai and f) strong BS.

The sector has witnessed healthy growth in the last 4 to 5 years with paint compa-
nies getting re rated and trading above their historical average one year forward for
the last 5 years. The companies also trade at ~30 percent premium to global paint
companies, which is justified by the long term prospects of Indian Paint companies.

The stock price has increased by ~20% in the last three month and by 60% in the
last nine months and currently trades at ~24.2x FY16E PE. With improvement in
business environment and margins, we estimate earnings CAGR of 50% over FY14
to FY16E. We continue to value the company at 30 times one year forward FY16E P/
E (15% discount to Asian Paints and Berger Paints). Continue to Recommend BUY
with a TP of Rs 2400.

KNPL price (Rs)

Source: ACE Equity

We recommend BUY on
Kansai Nerolac Paints with

a price target of Rs.2400
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Trade details of bulk deals

Date Scrip name Name of client Buy/ Quantity Avg.
Sell of shares price

(Rs)

16-Dec Alangind Abhay Dattatray Javlekar B  50,000  10.5

16-Dec Berldrg Saurabh Rasiklal Gandhi B  35,886  28.7

16-Dec Cappipes Vinod Garg S  30,000  41.5

16-Dec Cappipes Radhaben Mavjibhai Chanchpara B  96,000  41.5

16-Dec Deltaltd Anil Kumar B  75,005  90.2

16-Dec Mahashr-$ Yogesh Bangur S  550,000  86.0

16-Dec Mahashr-$ Shreeyash Bangur S  550,000  86.0

16-Dec Mahashr-$ Placid Limited B  3,315,000  86.0

16-Dec Mahashr-$ Lakshmi Niwas Bangur (HUF) S  460,000  86.3

16-Dec Mahashr-$ Lakshmi Niwas Bangur S  1,755,000  86.0

16-Dec Naysaa Alacrity Securities Limited S  24,000  14.5

16-Dec Nibl Acacia Conservation Fund Lp S  150,000  30.4

16-Dec Nibl Acacia Banyan Partners S  360,124  30.4

16-Dec Nibl Acacia Partners L. P. S  870,370  30.4

16-Dec Nilchem Harshaben Bharatkumar Popat S  100,000  8.9

16-Dec Nilchem Chauhan Shaileshbhai Pithabhai B  25,000  8.9

16-Dec Nilchem Desai Rajubhai Bababhai B  25,000  8.9

16-Dec Nilchem Hemalben Sanjaykumar Shah B  23,447  8.9

16-Dec Nilchem Vaghela Chandubhai Dhanabhai B  25,000  8.9

16-Dec Obil T Xavier Jeyaraj S  80,000  9.8

16-Dec Prismmedi Mukesh R Gandhi B  10,000  23.8

16-Dec Prismmedi Shah Harishen Bharat B  10,000  23.8

16-Dec Prismmedi Chavda Narendra B  22,000  24.0

16-Dec Prismmedi Naranbhai Mohanbhai Malani B  18,200  24.4

16-Dec Prismmedi Raj Bala Garg S  18,600  23.8

16-Dec Prismmedi Mukesh Garg S  31,400  23.8

16-Dec Suchtrd Mohamadiqbal Ganibhai Meghreji S  70,000  168.7

16-Dec Suchtrd Ajay Kumar B  94,800  168.5

16-Dec Suchtrd Emotion Capital Market Pvt Ltd B  64,500  168.8

16-Dec Suprdom Jitendra Chandulal Shah S  22,400  71.5

16-Dec Sybly-$ Avn Stock & Securities Broker Pvt Ltd S  335,038  2.3

16-Dec Zenifib-$ Validea Stocks Management Pvt Ltd S  25,000  49.0

16-Dec Zenifib-$ Wallfort Financial Services Ltd B  50,000  49.6

Source: BSE

Bulk deals
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Gainers & Losers Nifty Gainers & Losers
Price (Rs) chg (%) Index points Volume (mn)

Gainers

HCL Tech  1,559 5.0  NA 1.1

TCS  2,443 3.6  NA 1.7

BPCL  647 1.7  NA 2.1

Losers

Sesa Sterlite  194  (7.8)  NA  8.7

DRL  3,142  (6.4)  NA  1.0

Hindalco Ind  145  (5.5)  NA  16.7

Source: Bloomberg
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Disclaimer
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution
house.
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX
Stock Exchange Limited (MCX-SX), United Stock Exchange of India Limited (USEIL) and a dealer of the OTC Exchange of India (OTCEI). Our businesses include stock
broking, services rendered in connection with distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services
and Portfolio Management.
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited
(CDSL).Kotak Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life
Insurance Limited and is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are under the process of seeking registration
under SEBI (Research Analyst) Regulations, 2014.
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five
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our certificate of registration been cancelled by SEBI at any point of time.
We offer our research services to clients as well as our prospects.
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other
person. Persons into whose possession this document may come are required to observe these restrictions.
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as
an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general in-
formation of clients of Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients.
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot
be guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of
this material should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may
go up or down. Past performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as
well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying
charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a
company's fundamentals.
Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information
discussed in this material, there may be regulatory, compliance  or other reasons that prevent us from doing so. Prospective investors and others are cautioned that
any forward-looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make
investment decisions that are inconsistent with the recommendations expressed herein.
Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private
Client Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the
Institutional Equities Research Group of Kotak Securities Limited.
We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short
positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn
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opinions at the time of publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position
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invitation or solicitation to do business with KSL. Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment
decisions independent of the PCG research and accordingly PMS may have positions contrary to the PCG research recommendation.
The analyst 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 com-
panies 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.
No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.
Details of Associates are available on our website ie www.kotak.com
Research Analyst has served as an officer, director or employee of Subject Company: No
We or our associates may have received compensation from the subject company in the past 12 months. We or our associates may have managed or co-managed
public offering of securities for the subject company in the past 12 months. We or our associates may have received compensation for investment banking or
merchant banking or brokerage services from the subject company in the past 12 months. We or our associates may have received any compensation for products
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42858445 and if you feel you are still unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208.
Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Name: Sandeep Chordia)
at ks.compliance@kotak.com or call on 91- (022) 4285 6825.
Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com
or call on 91-(022) 6652 9160.
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