
1

Dear Investors,

It has been a volatile year for the Indian equity market. After a severe correction in the initial months of
2016, the benchmark stock indices recovered smartly on the back of better monsoon, progress on reforms
and favourable global backdrop.

Consequently, the Sensex and Nifty have recorded modest gains of 6-8% each in Samvat 2072.
Comparatively, the Sharekhan Diwali Picks have clocked gains of ~18% in the same period. This reinforces
the importance of a disciplined investment approach, which is based on the understanding of sector trends
and carefully picked stocks.

The 10 picks for Samvat 2073 are largely from consumer-facing businesses and underscores our belief that
the recovery in Indian economy would be driven by consumption whereas investment would take some more
time to recover meaningfully.

We wish you all a Happy Diwali and a Prosperous New Year!

Regards,

Sharekhan Research
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Diwali Picks for 2015: Handsome outperformance
Company name Reco* (Rs) CMP# (Rs) Return (%)

Bajaj Finance 534 1,121 109.9

Bharat Electronics 1,257 1,278 1.7

Britannia Industries 3,180 3,315 4.2

Cadilla Healthcare 430 389 -9.6

IndusInd Bank 918 1,209 31.7

L&T 1,375 1,504 9.4

Maruti Suzuki 4,515 5,653 25.2

Persistent Systems 664 685 3.2

Sangam India 267 316 18.4

Zee Entertainment 414 520 25.5

Return 18.0

Nifty return 8,040 8,699 8.2

Sensex return 26,552 28,130 5.9

• Reco price as on November 4, 2015
# CMP as on October 20, 2016
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Diwali Picks for 2016 (Samvat 2073)

Company CMP (Rs)
EPS (Rs) P/E /PBV (x) RoE (%)

FY17E FY18E FY17E FY18E FY17E FY18E

SBI* 260.0 15.4 18.5 1.4 1.3 8.0 9.0

RBL Bank* 327.5 11.5 16.5 2.8 2.5 11.9 13.8

L&T Finance* 101.7 6.1 7.4 2.3 2.0 11.8 13.0

Natco Pharma 590.7 16.5 32.0 35.8 18.5 18.9 26.8

Kansai Nerolac 377.9 8.1 9.7 46.6 39.0 17.6 19.4

Finolex Cables 427.9 18.0 20.3 23.8 21.1 24.9 24.6

Wonderla Holidays 403.8 11.5 16.4 35.1 24.6 15.6 20

TVS Motor 392.2 10.4 16.2 37.7 24.2 23.6 28.1

Rico Auto Industries 67.6 4.1 5.2 16.5 13.0 10.9 12.2

Zee Entertainment 519.5 12.5 19.0 41.6 27.3 24.2 29.5

* PBV multiples for banks/NBFC
# CMP as on October 20, 2016
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State Bank of India

Sector:  Banks & Finance

Market cap Rs201,793 Cr

52-week high/low: Rs271/Rs148

NSE volume (No of shares): 239 lakh

BSE code: 500112

NSE code: SBIN

Promoter’s Share (%) 61.22

Particulars FY2015 FY2016 FY2017E FY2018E

Operating Income (Rs cr) 77,591 85,040 92,059 1,03,551

PPOP margin (%) 50.2 50.9 49.3 49.6

Net profit (Rs cr) 13,103 9,951 11,983 14,337

EPS (Rs) 17.5 12.8 15.4 18.5

P/E (x) 14.7 20.2 16.7 14.0

P/BV (x) 1.6 1.5 1.4 1.3

RoA (%) 0.7 0.5 0.5 0.5

RoE (%) 10.6 7.3 8.0 9.0

• SBI is the largest bank in the country with strong customer relationships, deep reach &
size benefits - making it one of the dominant players in Indian banking

• SBI’s performance in terms of NPAs has been better than several other Public Sector
Banks (PSB). Notwithstanding the near-term overhang, we believe that on a long-term
basis, SBI is an attractive and unique business franchise for investors

• Grant of extension to the present Chairperson is positive for SBI and it will help it to
improve operational efficiencies, ensure leadership continuity and smoothly execute
merger of associate banks. It is also better placed due to a higher share of low-cost
deposits, a comfortable capital adequacy ratio and improving operating profitability

• Key risks: Asset quality issues in H2FY2017 can add pressure

CMP: Rs260

Valuation summary
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RBL Bank

Sector:  Banks & Finance

Market cap Rs12,111 Cr

52-week high/low: Rs335/Rs274

NSE volume (No of shares): 44.1 lakh

BSE code: 540065

NSE code: RBLBANK

Promoter’s Share (%) NIL

Particulars FY2015 FY2016 FY2017E FY2018E

Operating Income (Rs cr) 556.4 819.2 1,171.0 1,688.1
PPOP margin (%) 37.5 41.4 45.2 49.1
Net profit (Rs cr) 207.2 292.5 426.7 609.2
EPS (Rs) 7.1 9.0 11.5 16.5
P/E (x) 44.3 34.7 27.1 19.0
P/BV (x) 4.1 3.4 2.8 2.5
RoA (%) 0.9 0.9 0.9 1.0
RoE (%) 9.7 11.2 11.9 13.8

• RBL Bank (RBL) has been among the fastest growing private sector banks in the past 5-
6 years, with advances CAGR of 61.9% over FY2011-FY2016. RBL has a wide range of
products, catering to various segments from Corporates to Retail

• As of March 2016, RBL’s GNPA stood at 0.98%, which is among the best in the banking
industry. Further, despite having 14.8% of loan book exposure to the Developmental
Banking & Financial Inclusion segment (Micro Finance), the bank has been able to
maintain a strong asset quality

• Over the past few years, RBL has invested significantly to improve its systems &
processes. As a result, the bank’s cost-to-income ratio has remained high. However, as
these investments bring economies of scale, we can expect costs to decline in the
coming years, which in turn would help improve RoA and RoE

• Key risks: Top 20 depositors form 22.9% of RBL’s total deposits. If a few of the
depositors opt to withdraw their deposits then it could create shortage of liquidity for
the bank

CMP: Rs328

Valuation summary
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L&T Finance Holding

Sector:  Banks & Finance

Market cap Rs17,831 Cr

52-week high/low: Rs103/Rs48

NSE volume (No of shares): 56.17 lakh

BSE code: 533519

NSE code: L&TFH

Promoter’s Share (%) 66.68

Particulars FY2015 FY2016 FY2017E FY2018E

Operating Income (Rs cr) 2,769.7 3,346.6 4,150.1 5,076.4
PPOP margin (%) 61.1 60.8 63.6 65.2
Net profit (Rs cr) 854.6 856.7 1,047.9 1,302.5
EPS (Rs) 4.3 3.8 6.1 7.4
P/E (x) 23.6 26.7 16.7 13.7
P/BV (x) 2.7 2.5 2.3 2.0
RoA (%) 1.8 1.5 1.5 1.6

RoE (%) 11.7 10.6 11.8 13.0

• L&T Finance Holdings (LTFH) is now focusing on high-yield segments and is winding
down its low-margin businesses. LTFH will focus on only 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 and has reduced its B2B loan book composition from 81% (FY2011) to 39%
(FY2016). B2C businesses, in our view, are less prone to cyclicality, and being more
granular, can be managed well by strong systems and processes

• LTFH’s asset quality has been maintained; despite migrating from 180-day to 150-day
during FY2016, GNPAs at 3.05% indicate a decent performance

• Key risks: Economy taking more time to pick up; Inflation risk

CMP: Rs102

Valuation summary
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Natco Pharma

Sector:  Pharma

Market cap Rs10,288 Cr

52-week high/low: Rs704 /Rs390

NSE volume (No of shares): 3 lakh

BSE code: 524816

NSE code: NATCOPHARM

Promoter’s Share (%) 51.28%

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 825.3 1,096.5 1,478.8 2,499.5

EBIDTA margin (%) 25.9 26.0 28.5 30.5

Net profit (Rs cr) 134.6 177.1 287.7 557.4

EPS (Rs) 8.1 10.2 16.5 32.0

P/E (x) 74.1 59.0 35.8 18.5

EV/EBITDA (x) 48.2 36.7 24.7 13.2

RoCE (%) 13.8 17.0 22.1 32.9

RoE (%) 15.9 14.3 18.9 26.8

• Natco Pharma has built a strong product pipeline for the US market, with 38 ANDA
filings, of which 16 are Para IVs. The company has recently received an approval for
gTamiflu, which should add to growth from H2FY2017. This gives us confidence in the
company’s ability to successfully monetise new opportunities over the next three years

• Other key opportunities include generic Copaxone (20mg and 40mg), Revlimid,
Fosrenol, Tykerb, Gilenya, Jevtana and Nexavar

• Natco Pharma has been successful in establishing its presence in the domestic oncology
segment and is one of the largest local players in the domain. It has also benefited
significantly from the launch of in-licensed product Sovaldi, which helped it in building
the Hepatitis ‘C’ franchise

• Key risks: Any delay in approvals from the USFDA and negative outcome of the USFDA
inspection of plants could impact future sales and profitability

CMP: Rs591

Valuation summary
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Kansai Nerolac Paints

Sector:  Discretionary consumption

Market cap Rs20,363 Cr

52-week high/low: Rs403/Rs235

NSE volume (No of shares): 1.95 lakh

BSE code: 500165

NSE code: KANSAINER

Promoter’s Share (%) 74.2%

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 3,587.0 3,870.0 4,359.4 5,030.7 

EBIDTA margin (%) 12.6 15.0 15.5 16.2

Net profit (Rs cr) 275.2 358.9 434.7 524.6 

EPS (Rs) 5.1 6.7 8.1 9.7 

P/E (x) 74.4 57.1 46.6 39.0 

EV/EBITDA (x) 45.4 34.7 30.3 25.2 

RoCE (%) 21.8 20.9 23.0 25.8 

RoE (%) 17.2 15.6 17.6 19.4 

• 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 Central 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 lift rural demand for paints

• A favorable outlook for the auto industry (60% of Industrial business) for the next 1-2
years will drive KNPL’s Industrial segment revenues, where it has a 60% market share

• KNPL’s growing thrust on enhancing its presence in the Decorative Paints business and
expectations of stable raw material prices in the near term are expected to lift the
Operating Profit Margin (OPM) over the next couple of years

• Key risks: Any slowdown in the sales volumes or a significant increase in the key raw
material prices will act as key risks to earnings estimates

CMP: Rs378

Valuation summary
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Finolex Cables

Sector:  Electrical & Consumer Durable

Market cap Rs6,544 Cr

52-week high/low: Rs457/Rs201

NSE volume (No of shares): 1.11 lakh

BSE code: 500144

NSE code: FINCABLES

Promoter’s Share (%) 37.33

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 2,449.1 2,461.1 2,767.3 3,214.5 

EBIDTA margin (%) 10.6 13.8 13.4 13.3 

Net profit (Rs cr) 175.8 248.9 275.0 311.2 

EPS (Rs) 11.5 16.3 18.0 20.3 

P/E (x) 37.4 26.4 23.8 21.1 

EV/EBITDA (x) 19.8 14.9 13.5 11.7 

RoCE (%) 19.2 23.8 23.3 23.1 

RoE (%) 20.1 28.5 24.9 24.6 

• The core Cable business of Finolex Cables remains steady with a dominating market
share. It is expected to sustain a double-digit volume growth. Also, the Obtic Fibre
business has bright prospects, given the government’s push for Digital India

• The most interesting development is that FCL has launched three new products in
FY2017, which are expected to be the next growth driver. The incremental earnings
from these new products in the next three years could be ~50% of current earnings

• We believe that FCL will continue to generate strong cash flows and return ratios on a
sustainable basis to create shareholders value

• Key risks: Gaining a healthy market share in the newly launched products (Fans,
Switchgears & Water Heaters) is critical for next level of growth. Hence, any major
challenge, leading to acceptance of these products by market could be a major risk for
the stock

CMP: Rs428

Valuation summary
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Wonderla Holidays

Sector:  Discretionary consumption

Market cap Rs2,282 Cr

52-week high/low: Rs430/Rs295

NSE volume (No of shares): 68,492

BSE code: 538268

NSE code: WONDERLA

Promoter’s Share (%) 71

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 181.9 205.4 292.3 367.4
EBIDTA margin (%) 44.3 41.0 35.8 43.2
Net profit (Rs cr) 50.6 59.8 65.2 92.8
EPS (Rs) 9.0 10.6 11.5 16.4
P/E (x) 45.3 38.3 35.1 24.6
EV/EBITDA (x) 26.1 26.0 21.5 13.9
RoCE (%) 27.6 23.0 23.0 29.3
RoE (%) 20.0 15.8 15.6 20.0

• Wonderla Holidays (WHL) is the largest amusement park company in India with over a
decade of successful and profitable operations. It owns and operates two amusement
parks under the brand name Wonderla in Kochi and Bengaluru, and came up with a
third park in Hyderabad in Q1FY2017

• About 70% of the operating cost is direct in nature and hence the company will gain
operating leverage benefits with incremental footfalls. Its OPM of 35-40% is
comparable to some of the matured international parks

• WHL’s revenue is expected to grow at a CAGR of 30% over FY2015-FY2018 due to a
steady improvement in footfalls, Hyderabad park getting operational in Q1FY2017,
strong growth in non-ticket revenue and 4-5% increase in annual ticket price, thereby
helping to boost growth in the bottomline

• Key risks: Slowdown in footfalls due to sluggish macro-economic environment and
unforeseen events would act as a key risk to earnings

CMP: Rs404

Valuation summary
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TVS Motor

Sector:  Auto & Ancillaries 

Market cap Rs18,633 Cr

52-week high/low: Rs401.7/Rs241

NSE volume (No of shares): 19.8 lakh

BSE code: 532343

NSE code: TVSMOTOR

Promoter’s Share (%) 57.4

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 10,068.9 11,243.9 12,708.4 15,293.7

EBIDTA margin (%) 6.1 6.7 7.1 8.2

Net profit (Rs cr) 356.5 437.8 493.6 767.6

EPS (Rs) 7.5 9.2 10.4 16.2

P/E (x) 52.2 42.5 37.7 24.2

EV/EBITDA (x) 32.2 25.8 21.6 15.2

RoCE (%) 17.6 20.1 20.6 27.8

RoE (%) 21.7 22.6 23.6 28.1

• Two wheeler industry demand is likely to remain strong, led by improved rural
sentiments (due to normal monsoon), increase in Government employees’ salaries and
improving economic growth

• TVS Motor will continue to outpace 2W industry growth on the back of new launches
and network expansion

• Also, its alliance with BMW will establish TVS’ image in the premium motorcycle
segment and also facilitate technology inputs. The tie-up with BMW will give a fillip to
the brand image of TVS’ entire product range, enabling it to command higher margins

• Key risks: Failure of new product launches/slowdown in 2W industry demand are key
risks

CMP: Rs392

Valuation summary
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Rico Auto Industries

Sector:  Auto & Ancillaries

Market cap Rs914 Cr

52-week high/low: Rs73.3/Rs27.7 

NSE volume (No of shares): 9.9 lakh

BSE code: 520008

NSE code: RICOAUTO

Promoter’s Share (%) 50.1

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 1,346.3 1,007.0 1,163.4 1,360.4 

EBIDTA margin (%) 6.4 9.8 11.7 11.9

Net profit (Rs cr) (7.2) 34.0 55.2 70.8 

EPS (Rs) (0.5) 2.5 4.1 5.2 

PER (x) n/a 27.0 16.5 13.0 

EV/EBITDA (x) 12.2 11.5 8.1 7.0 

RoCE (%) 29.2 8.4 13.5 15.3 

RoE (%) (1.6) 7.2 10.9 12.2 

• A strong demand outlook from key clients, viz Hero MotoCorp and Maruti Suzuki, led by
the improved demand scenario for Two Wheelers (2W) and Passenger Vehicles (PV)
segments provides strong visibility on revenue

• Apart from the existing clients, Rico is adding new customers (Renault India), which
would enable it to outpace the automotive industry growth

• Focus on high-margin products, cost control measures and margin improvement
initiatives at subsidiary levels will enable overall margins expansion and improvement
in return ratios

• Key risks: Hero Moto is the largest client for Rico, forming 40% of topline. Any
slowdown in the demand/failure of new launches would impact its topline.

CMP: Rs68

Valuation summary
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Zee Entertainment

Sector:  Discretionary consumption

Market cap Rs49,895 Cr

52-week high/low: Rs590/Rs300

NSE volume (No of shares): 19.2 lakh

BSE code: 505537

NSE code: ZEEL

Promoter’s Share (%) 43.1

Particulars FY2015 FY2016 FY2017E FY2018E

Net sales (Rs cr) 4,883.7 5,851.5 6,718.6 7,502.0 

EBIDTA margin (%) 25.7 25.9 29.3 34.0

Net profit (Rs cr) 977.5 1,030.1 1,201.9 1,823.4 

EPS (Rs) 10.2 11.2 12.5 19.0

P/E (x) 50.6 46.1 41.6 27.3 

EV/EBITDA (x) 39.8 32.8 24.1 18.3

RoCE (%) 22.7 24.0 27.9 31.9

RoE (%) 27.7 24.4 24.2 29.5

• Zee Entertainment Enterprises (ZEEL) is the leading player in television broadcasting
with a bouquet of 40 TV channels. ZEEL continues to outperform the broadcasting
advertising market and expects to continue the momentum, with the ongoing gradual
improvement in the macro-economic prospects

• The management has indicated that the strong momentum will continue in the ad
revenue growth, underpinned by higher investments in content, focus on international
markets and market-share gains

• We view ZEEL’s move to exit from the loss-making sports business as a landmark deal
for the company. The management’s intent to remain a pure-play media company
gives us confidence on prudent capital allocation going forward

• Key risks: A slowdown in Indian economy and any major policy change against the
broadcasters would remains key risks

CMP: Rs520

Valuation summary
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Many happy returns on the Diwali Picks!
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Disclaimer

This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is addressed to. This Document may contain confidential and/or
privileged material and is not for any type of circulation and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice. Kindly note that this
document is based on technical analysis by 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.(Technical specific) This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official confirmation of
any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report at the same time. SHAREKHAN will not treat recipients as customers by
virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not independently verified the accuracy and completeness of the
said data and hence it should not be relied upon as such. While we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their
directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent
SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients of this
report should also be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this
information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be
suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different conclusion
from the information presented in this report.

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 SHAREKHAN and affiliates to any registration or licencing 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the views expressed in this document accurately reflect his or her personal views
about the subject company or companies and its or their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he nor his relatives has any direct or
indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of the company nor have any material conflict of interest nor has served as officer, director or employee or
engaged in market making activity of the company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part of the
analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act as principal or engage in transactions of purchase or sell
of securities, from time to time or may be materially interested in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall
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.

Compliance Officer: Ms. Namita Amod Godbole; Tel: 022-6115000; For any queries or grievances kindly email: igc@sharekhan.com or contact: myaccount@sharekhan.com 
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