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Sharekhan Top Picks
Notwithstanding the volatility associated with quarterly 
result season, the benchmark indices managed to hold 
their own and ended October on a flattish note. Nifty and 
Sensex closed October with marginal gain of 0.3% each. 
Comparatively, the Sharekhan Top Picks portfolio appreciated 
by 2.4% during October and continues to consistently 
outperform the benchmark indices.

The performance of Sharekhan Top Picks was boosted by the 
handsome gains in Auto/Auto Ancillary stocks. Our overweight 
position on Auto has paid off well, with the three Auto/Auto 
Ancillary stocks gaining 9.9% (on an average) during October. 
We retain our positive stance on the Auto sector. However, 
we are making one tactical change in the Auto companies 
under the Top Picks basket. We are replacing Ashok Leyland 
with TVS Motor. The strong Q2FY2017 performance of TVS 

Motor and its encouraging outlook made us more positive on 
the company’s future prospects at this point in time.

Three more changes include: introduction of Emami in place 
of Britannia as part of churn within the Consumer Staples 
space. Another change relates to the introduction of Grasim 
in place of Hindustan Unilever (HUL). The change is driven 
by the relatively better growth outlook for Grasim in the 
medium term vis-à-vis HUL. 

Lastly, we are moving out Capital First to make way for L&T 
Finance Holdings. Capital First continues to be one of our 
top picks in the Financial sector, but the restructuring-driven 
improvement in the performance of L&T Finance could 
provide better upside to investors in the medium term. 

Consistent outperformance (absolute returns; not annualised) (%)
(%) 1 month 3 months 6 months 1 year 3 years 5 years

Top Picks 2.4 6.0 17.2 18.6 130.0 195.4
Sensex 0.3 -0.5 9.0 4.7 31.2 59.0
Nifty 0.3 0.1 10.2 7.2 36.2 64.3
CNX MIDCAP 2.8 7.2 20.0 19.7 107.8 108.3

Name CMP*
(Rs)

PER (x) RoE (%) Price
target (Rs)#

Upside
(%)FY16 FY17E FY18E FY16 FY17E FY18E

Finolex Cables 440 27.0 24.5 21.6 28.5 24.9 24.6 500 14
Emami 1,209 51.9 45.1 33.9 40.1 40.3 44.7 1300 8
Grasim Industries 966 18.4 13.9 12.3 9.5 10.9 10.6 1,150 19
HDFC Bank 1,260 25.9 21.3 17.4 18.3 19.1 20.1 1,415 12
IndusInd Bank 1,201 31.3 24.2 18.4 16.1 16.7 17.6 1,460 22
Kansai Nerolac 378 56.4 46.7 39.0 15.6 17.6 19.4 450 20
L&T Finance 107 28.2 17.9 13.8 10.6 11.8 13.5 125 17
Maruti Suzuki 5,875 38.8 22.2 20.0 18.0 24.5 22.8 6,430 9
PI Industries 863 38.9 29.2 24.5 29.2 30.0 27.6 955 11
Rico Auto 68 27.2 16.2 13.1 7.2 10.9 12.2 ** -
TVS Motor 405 44.0 31.1 22.5 22.6 26.2 29.1 455 12
ZEE Entertainment 520 46.4 38.0 27.1 24.4 26.1 29.3 620 19

*CMP as on October 28, 2016  # Price target for next 6-12 months     ** Under review  

Absolute returns (Top Picks Vs Benchmark indices) (%)

Sharekhan 
(Top Picks)

Sensex Nifty CNX Mid-
cap 100

YTD CY2016 20.7 6.8 8.8 18.2

CY2015 13.9 -5.1 -4.1 6.5

CY2014 63.6 29.9 30.9 55.1

CY2013 12.4 8.5 6.4 -5.6

CY2012 35.1 26.2 29.0 36.0

CY2011 -20.5 -21.2 -21.7 -25.0

CY2010 16.8 11.5 12.9 11.5

CY2009 116.1 76.1 72.0 114.0

Constantly beating Nifty and Sensex (cumulative returns since April 2009)
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Please note the returns are based on the assumption that at the beginning of each month an equal amount was invested in each stock of the Top Picks basket
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

Finolex Cables 440 27.0 24.5 21.6 28.5 24.9 24.6 500 14

Remarks:  � Finolex Cables (FCL) is a leading manufacturer of Power and Communications Cables in India, having a 

sizeable market share. The company is set to benefit from (1) an improving demand environment in its core 

business of cables; (2) strategy to leverage its brand equity to build a high-margin consumer product business 

(Switchgears, Fans etc). Currently, FCL is witnessing a healthy volume growth, which could improve further 

once the domestic economy picks up pace.

 � Apart from retaining core strength in the electrical cables, FCL is gradually adding consumer electrical products 

in its portfolio. Recently, the company has launched Fans and has received approval for the Switchgears 

facility. FCL has also forayed into Electric Water Heater segment. We believe executing the strategy to add 

consumer-facing branded electrical products could improve the overall profile of FCL in terms of margin and 

return ratios in the long term. In the near to medium term, implementation of GST will be favorable for the 

company too.

 � While the overall business traction is steady, we highly appreciate the strong and consistent cash flow 

generating ability of FCL. Prudent working capital management and a cash-rich balance sheet will enable FCL 

to sustain very healthy return ratios (~20-25%). We are positive on FCL.

Emami 1,209 51.9 45.1 33.9 40.1 40.3 44.7 1,300 8

Remarks:  � Emami is one of the largest players in the domestic FMCG market with a strong presence in the under-

penetrated categories such as Cooling Oil, Antiseptic Cream, Balm and Men’s Fairness Cream. The recently 

acquired “Kesh King” brand improves the product and margin profile of the company.

 � Unlike other FMCG companies, Emami registered strong volume growth of 11% YoY in Q2FY2017 in its core 

domestic business and expects to sustain the momentum in the coming quarters. Its product portfolio in low 

penetrated categories would help Emami to achieve good growth in the long run.

 � Also, the OPM of Emami will sustain in the range of 28-30% in the coming years. The company expects to reduce 

its debt on account of better cash generation ability and will be a debt-free company by the end of FY2018.

 � The desire to become a large FMCG player by riding on a portfolio of differentiated brands and widening reach 

in various geographies will help Emami to achieve over 20% CAGR over the next 2-3 years. We recommend a 

Buy.
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

Grasim Industries 966 18.4 13.9 12.3 9.5 10.9 10.6 1,150 19

Remarks:  � Grasim Industries, a flagship company of the Aditya Birla Group ranks among India’s largest private sector 

companies having core businesses of Cement (~70% of revenue with listed subsidiary UltraTech Cement), 

Viscose Stable Fibre (~20%) and Chemicals (~10%). The company has benefitted from improvement in its 

profitability in all of its three divisions with outlook continuing to be positive.

 � The timely acquisition of JP Group’s cement assets, continuous brownfield expansions and de-bottlenecking 

are likely to increase its cement capacity to over 90MT. The structural growth triggers like rising infrastructure 

investment and pick-up in rural demand (owing to a good monsoon) are likely to help sustain a favourable 

growth outlook for the cement sector. The revival in VSF prices, absence of major capacity additions in China, 

low inventory and leverage of LIVA brand are likely to sustain VSF division’s profitability going forward. Further, 

the company will expand its Caustic Soda capacity from 840KTPA to 1048KTPA in FY2018, which should sustain 

its volume growth.

 � The current restructuring exercise of aligning high-growth businesses in Manufacturing (Cement, Textiles, 

Chemicals, Insulators, Solar etc) and Services (Financial Services & Telecom post approval of proposed group 

restructuring scheme) provides a unique opportunity to investors to hold a well-diversified portfolio, which 

is expected to maintain strong growth momentum going forward across verticals. Overall, we expect Grasim 

Industries to reap benefits going forward, considering the revival in its core VSF division, strong demand and 

better realisations in Chemicals and sturdy growth outlook for the Cement business. 

HDFC Bank 1,260 25.9 21.3 17.4 18.3 19.1 20.1 1,415 12

Remarks:  � HDFC Bank has a pre-eminent presence in the retail banking segment (~50% of loan book) and has been able 

to maintain a strong & consistent loan book growth, gradually gaining market share. Going forward, economic 

recovery and improvement in consumer sentiment would be positive growth drivers for the bank’s loan growth, 

which will in turn drive its profitability.

 � Backed by a current account & savings account (CASA) ratio of 40%+ and a high proportion of retail deposits, 

the bank’s cost of funds remains among the lowest in the system, helping it to maintain higher net interest 

margin (NIM). In addition, the bank’s loan book growth is driven by high-yielding retail products such as 

personal loans, vehicle loans, credit cards, mortgages etc, mostly to own customers (which also positively 

impacts NIMs).

 � HDFC Bank has been maintaining near impeccable asset quality, with its NPA ratios consistently been among 

the lowest versus comparable peers. The bank has been able to maintain a robust asset quality due to its 

stringent credit appraisal procedures and negligible exposure to troubled sectors.

 � HDFC Bank is well poised to tap the growth opportunities going ahead due to strong capital ratios, healthy 

asset quality and steady revival in consumer spending. The bank is likely to maintain a healthy RoE of 18-20% 

and RoA of 1.8% on a sustainable basis. Therefore, we expect it to sustain the valuation premium that it enjoys 

vis-à-vis other private banks.
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

IndusInd Bank 1,201 31.3 24.2 18.4 16.1 16.7 17.6 1,460 22

Remarks:  � IndusInd Bank is among the fastest growing banks (26% CAGR over FY2012-FY2016), with a loan book of Rs93,678 

crore and 1,000 branches across the country. About 55% of the bank’s loan book comprises of retail finance, 

which is a high-yielding category, and is showing signs of growth.

 � Given the aggressive measures taken by the management, the deposit profile has improved considerably (CASA 

ratio of ~35%). Going ahead, the bank would follow a differentiated branch expansion strategy (5% branch 

market share in identified centers) to help in ensuring healthy growth in savings accounts and retail deposits.

 � IndusInd Bank has maintained its asset quality despite sluggish economic growth and higher proportion of retail 

finance in its loan book. The bank’s asset quality is among the best in the industry, with total stressed loans 

(restructured loans + gross NPAs) forming just 1.4% of the loan book.

 � A likely revival in the domestic economy will further fuel growth in the bank’s consumer finance division 

while strong capital ratios will support future growth plans. The stock should continue to trade at a premium 

valuation, underpinned by strong loan growth, quality management, high RoAs and healthy asset quality. We 

have a positive outlook on IndusInd Bank.

Kansai Nerolac 378 56.4 46.7 39.0 15.6 17.6 19.4 450 20

Remarks:  � Kansai Nerolac Paints (KNPL) is the third largest paint company in India with an overall market share of ~16% 

in the decorative paints segment. The implementation of the Seventh Pay Commission recommendations and 

the introduction of GST (shift from non-branded to branded products) would help boost the urban consumption 

of paints, while a normal monsoon would boost rural demand.

 � KNPL is a market leader in the industrial paints business with a 60% market share. Around 75% of its industrial 

paints business revenues come from auto coatings. A favourable outlook for the auto industry for the next 1-2 

years will boost the company’s industrial segment revenues.

 � KNPL’s decorative paints business has better margins compared to the industrial paints business. KNPL’s 

growing thrust on enhancing its presence in the decorative paint business and expectations of stable raw 

material prices in the near term are expected to lift the operating profit margin (OPM) by 40-50BPS in the next 

couple of years.

 � KNPL’s revenues and earnings are expected to clock a CAGR of 14% and 19%, respectively over FY2016-FY2018 

on the back of its relentless focus on enhancing presence in the decorative paints business and the expected 

improvement in the sales of automotive paints. We have a positive view on KNPL.
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

L&T Finance 107 28.2 17.9 13.8 10.6 11.8 13.5 125 17

Remarks:  � L&T Finance Holdings (LTFH) has been winding down its myriad lending businesses to focus on select high-

margin segments. LTFH has decided to focus only on three areas, namely Rural Finance, Housing Finance and 

Wholesale Finance. 

 � LTFH has been tweaking its portfolio mix in favor of B2C businesses compared to B2B businesses. It has been 

able to reduce its B2B loan book composition from 81% in FY2011 to 39% in FY2016. We believe that B2C 

businesses are less prone to cyclicality, and being more granular, they can be managed well by strong systems 

and processes.

 � We are positive on LTFH, which is progressing well on its business restructuring. We believe that the ongoing 

realignment strategy can be crucial in building an attractive business franchise going forward. Already, the 

Return on Equity (RoE) has improved to 11.72% in Q2FY2017 from 9.78% in Q1FY2017 and 9.84% in Q2FY2016. 

We believe that going forward, the company will be able to improve RoE and gain from scale benefits in the 

long term. 

Maruti Suzuki 5,875 38.8 22.2 20.0 18.0 24.5 22.8 6,430 9

Remarks:  � Maruti Suzuki India (Maruti) is India’s largest passenger vehicle (PV) manufacturer with a strong 47% market 
share. The company has been able to gain market share over the last two years due to new product launches, 
vast distribution network (with an increased focus on the rural markets) and a shift in consumer preference 
to petrol models from diesel models.

 � The recently launched premium hatchback Baleno has received a strong response, which will help Maruti to 
expand its market share in the segment. Also, the company recently entered the compact sports utility vehicle 
(SUV) space with the launch of Vitara Brezza and has received an encouraging response. Both the new products 
command a waiting period of 6-8 months each. Further, Maruti recently entered into the light commercial 
vehicle (LCV) segment, which would further boost its topline.

 � Maruti is poised to reap the benefits of an increase in discretionary spending from the 7th Pay Commission 
payout. The commencement of the first phase of the Gujarat plant with a 2.5 lakh capacity is scheduled in 
Q4FY2017. The management plans to double its sales and premium distribution network (“NEXA”) in order to 
achieve its target of doubling the domestic volumes over the next five years.
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

PI Industries 863 38.9 29.2 24.5 29.2 30.0 27.6 955 11

Remarks:  � PI Industries (PII) is one of the leading companies in the Indian agro-chemicals industry with a unique business 
model. Its key focused areas are branded products (in-license products) and custom synthesis & manufacturing 
(CSM) (high-growth segment).

 � PII makes and market a niche product in agrochemicals, which help it to outpace the industry growth. CSM is 
contributing ~60% to the total revenue. This segment is growing at CAGR of ~30% for the last three years and 
we believe it would be the key growth driver in the coming years.

 � A strong outlook for the domestic market owing to a favorable Rabi season is expected to aid topline growth. 
Also, the new products launched in the recent past have gained good acceptability in the market and would 
continue to contribute to the topline growth. The CSM business is expected to gather traction in the medium 
term, as concerns in the near term could constrain growth. 

 � On the EBIDTA margin front, PII has guided for 100-150BPS improvement on account of better operational 
efficiency (reduction in fixed costs) and a favorable product mix. The company’s order book remains steady at 
$800 million. PII has lined up a capex of ~Rs200 crore for FY2017 and ~Rs150 crore for FY2018.

Rico Auto 68 27.2 16.2 13.1 7.2 10.9 12.2 ** -

Remarks:  � Rico Auto Industries (RAI) is among the leading players in the auto component space in India. It manufactures 
and supplies world-class high precision and fully machined components & assemblies (both aluminum and 
ferrous) to leading OEM’s and Tier 1 customers across the globe. The company has hived off its loss-making 
subsidiaries / JV’s in the past.

 � Going ahead, a strong demand outlook from key clients - Hero MotoCorp and Maruti Suzuki - would fuel growth 
for the company. RAI has commissioned a new plant in Chennai targeted at Renault and would gradually tie up 
with other automobile OEM’s in South India. Further, it is in the process of setting up a new plant in Rajasthan, 
which is likely to go on stream by Q3FY2018.

 � RAI delivered a strong operating performance in Q1FY2017, driven by lower commodity prices, cost control 
measures and improved performance from the JV/ subsidiaries. The company’s revenue was up 8% YoY, which 
was a surprise. Given the strong operating performance and benefits of operating leverage, the adjusted PAT 
more than trebled in Q1FY2017. We expect the earnings to post a CAGR of 45% between FY2016-FY2018.
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Name CMP
(Rs)

PER (x) RoE (%) Price 
target (Rs)

Upside 
(%)FY16 FY17E FY18E FY16 FY17E FY18E

TVS Motor 405 44.0 31.1 22.5 22.6 26.2 29.1 455 12

Remarks:  � TVS Motor is the fourth largest two-wheeler (2W) manufacturer in the country with a strong presence in the 
Scooter segment. The Scooter segment has surpassed the growth of the Motorcycles segment over the past 
couple of years and currently contributes 30% to the total 2W volume. On the Motorcycles front, two new 
launches in January 2016 (Apache RTR and Victor) have generated higher volumes for the company. 

 � TVSM’s management expects to outpace the 2W industry growth over the next two years. Good demand for 
recent upgrades - Victor, Apache and Jupiter (Million R) and Star City - has helped TVSM to post higher volume 
and gain market share. Further, the company is expanding its distribution reach, which would enable it to 
outgrow 2W industry going forward. TVSM has posted a 23% YoY volume growth in H1FY2017 as against the 2W 
industry growth of 17% YoY and expects to continue outpacing the industry in H2FY2017.

 � The collaboration with BMW would enable TVSM to gain foothold in the high-margin Premium Motorcycles 
segment, where it currently has only one model “Apache”. TVSM would also incorporate better manufacturing 
processes and designing cues gained from the BMW alliance across its existing product range. We believe this 
will enhance the brand image of TVSM products and help the company to command higher margins going 
forward. We expect the OPM to expand by ~170BPS over the next two years.

 � TVSM is poised to outpace the 2W industry growth, given the new launches and sustained demand for its 
products. We expect the company to report ~18% CAGR in topline over FY2016-FY2018. Benefits of operating 
leverage, better product mix and alliance with BMW are expected to aid in margin expansion over the next 1-2 
years. We expect TVSM to report 36% CAGR growth in net profit over the next two years.

ZEE Entertainment 520 46.4 38.0 27.1 24.4 26.1 29.3 620 19

Remarks:  � Among the key players in the domestic Cable TV industry, we expect the broadcasters to be the prime 
beneficiaries of the mandatory digitisation process initiated by the government. The broadcasters would 
benefit from higher subscription revenue at the least incremental capex, as the subscriber declaration standard 
improves in the Cable TV industry

 � The ZEEL management maintains that the advertising spend will continue to grow in double digits going 
ahead and it will be able to outperform the industry. Growth in the advertising spend will be driven by an 
improvement in the macro-economic factors and ZEEL’s leading position in terms of market share to capture 
the emerging opportunities

 � ZEEL’s management has confirmed the sale of sports business to Sony Pictures Network India (SPN) in an all 
cash deal of Rs2,600 crore ($385 million). The deal will improve the balance sheet strength and ZEEL will be 
in a much more comfortable position to accelerate inorganic or strategic investments

 � We view ZEEL’s move to exit from the loss-making sports business as a landmark deal. Also, the management’s 
intent to remain a pure play media company gives us confidence on the prudent capital allocation going 
forward. We continue to see ZEEL as the prime beneficiary of the macro revival and ongoing digitisation trend.
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and reach different conclusion from the information presented in this report. 
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The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all 
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SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have 
any liability for any damages of any kind.
The returns shown are exclusive of the transaction cost and therefore the actual returns from the Top Picks product may or 
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