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Ten stock picks under 10x P/E…

It is a Déjà vu (a feeling of having already experienced the present situation) all over again as markets have a tendency, once

in a decade, of creating declines of high magnitude and velocity in a very short span of time. This always leaves the

investors in a iffy kind of a situation as to whether the world is coming to an end. However, on the contrary, if one thinks

rationally, markets also implicitly offer a lot of dislocated opportunities if one seizes them with patience and holds with

conviction. Thus, they can generate alpha over a period of time.

Hence, to capture one such Déjà vu feeling, we are recommending stocks across large caps, midcaps and small caps space,

which have currently undergone a massive correction on account of the current uncertain environment.

The underlying thesis of these stocks is:

• Established business models that have survived such panic situations many a time with a credible management at the

helm. All the stocks in our recommended universe are trading at or around 10x P/E on FY22E basis

• The companies have a steady balance sheet with no leverage and a credible history of generating positive cash flows

across business cycles. The RoCE of such companies (>15%) is sufficient to cover their cost of capital and create

incremental economic value added or EVA

• The companies are consistent dividend distributors. The dividends earned in rough times like these, to some extent, will

help to cover the opportunity cost of holding such stocks. Even the earnings yield of these stocks is equal to or greater

than the 10-year G-Sec yields at this point

This clearly does not indicate a bottom but certainly indicates good entry points. Hence, investors can choose to stagger or

invest lumpsum depending upon one risk appetite and time horizon.

To encapsulate, near term volatility in stock prices can be high but at the same time “Nobody rings the bell at the bottom”.

Out top picks under 10x P/E are Hero MotoCorp, Wipro, Tech Mahindra, Mahanagar Gas, KSB, BEL, Gujarat Pipavav, Kewal

Kiran Clothing , TV Today and Heidelberg Cement.
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Stock Picks

Hero MotoCorp (HERHON)

Hero MotoCorp is an industry leader in the domestic 2-W segment with a market share of ~35% with its core motorcycle

segment market share at ~50%. However, the company is likely to witness near-term headwinds in terms of rebound in volumes

amidst Covid-19 outbreak and more than anticipated price increase on account of BS-VI transition (>10%). From a broader

perspective, however, it possesses capital efficient business model realising > 25% RoCE on consistent basis and offers an

attractive dividend yield of ~5%. At the CMP, it is trading at lucrative valuations of <10x P/E on FY22E numbers, which is at a

steep discount to its long period averages.

Heidelberg Cement (HEICEM)

Heidelberg Cement India (HCIL) is one of the few companies in the cement space, which despite having a regional presence,

possesses a strong balance sheet and retail presence. The company's grinding capacity has recently been enhanced by ~15% to

6.2 MT and operates mainly in Central India where the pricing environment is the most stable among all five regional markets of

India. HCIL, like most other cement companies, would be facing volume disruption in the near term. However, they would be

able to withstand the same comfortably owing to cost leadership, strong promoter backup and low D/E of 0.3x. Post the sharp

correction in the stock price, HCIL is now available at attractive valuations of 5.0x FY22E EV/EBITDA and at a FY22E P/E multiple

of 9.0x as against its five year average PE multiple of 16-17x.
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Stock Picks

Wipro (WIPRO)

Wipro provides IT services to banking and financial services (31%), consumer (17%), health (13%), manufacturing (12%),

technology (8%) and energy segment (13%). In the near term, the company may face revenue pressure due to exposure to

affected verticals like energy vertical, lockdown, pricing pressure and slowdown in discretionary spend. However, post H2FY22E

we expect IT spending to improve and grow at a healthy pace in FY22E. In addition, digital acceleration, gain in market share led

by automation and pick-up in execution could drive large deal wins. The recent correction in the stock price factors in most of

the near term negatives and is trading at an attractive valuation of 9x PE on FY22E EPS.

Tech Mahindra (TECMAH)

Tech Mahindra provides IT services to telecom (42% of revenues), manufacturing (17%), technology, media & entertainment

(8%), banking & insurance (13%) and other sectors. In H1FY21E, the company may face revenue and margin pressure led by

Covid-19 lockdown, pricing pressure, delay in deal ramp ups and slowdown in discretionary spend. However, we expect IT

service spending to improve post H2FY21E and a revival in FY22E. Further, the company's leadership in telecom vertical will

make it a key beneficiary of vendor consolidation in the segment and 5G opportunities. Enterprise business segment will also

benefit from improved competencies, sharper market positioning and success in large deals. The recent correction in stock price

factors in most of the near term negatives while the stock is attractively valued at 9.5x PE on FY22E EPS.
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Stock Picks

Bharat Electronic (BHAELE)

Strong execution, significant order wins including Akash, Coastal surveillance Systems augur well for BEL. FY20E order inflows

have come in healthy at | 13000 crore. Focus on diversification into non-defence segments, which is expected to contribute

~20% to the revenue albeit with lower margins over the next three to five years and contributes ~ 8-10% of the order book, will

keep margins between 16% and 18% in the long run. Covid-19 will have an impact as some projects may get delayed but the

anticipated medical devices order from government amid Covid-19 outbreak and likely operational relaxation by respective state

governments to aerospace and defence firms from India Lockdown may lead to some cushion in FY21E. Overall strong order

book of | 51300 crore (which is 4x book to bill ratio) continues to provide strong revenue visibility. We expect BEL to report

revenue, EBITDA CAGR of 4.7%, 5.2%, respectively, in FY20-22E (due to high base on a YoY basis). BEL currently exhibits

attractive valuations, has always paid consistent dividends, commands a debt free balance sheet and generates strong CFO

yield.

KSB Ltd (KSBPUM)

KSB's pump segment revenue is majorly divided into two vertical viz. (i) standard pumps (ii) industrial pumps. Standard pumps

constitute ~40% to the pump revenue while rest comes from industrial segment. The company caters to various industries such

as Chemical, Agrochemical, Paper Pulp, Fertiliser, Residential, Power, Agriculture, Oil & Gas To Name a few. Hence, it provides

immunity to any adverse scenario in any particular industries during turbulent times. The order backlog of the company remains

at ₹ 1500 crore excluding nuclear order. Of ₹ 1500 crore, around 40% came from standard pumps. We do not expect this to get

much impacted due to postponement of orders owing to Covid-19. For the industrial segment, we believe the company’s order

backlog varies across different industries. Hence, it can provide some respite to overall execution, going ahead. However, one

can expect a dent in the execution cycle for CY20, which should get offset by better executions in the following year. Further,

service business recorded revenue of ₹ 80-90 crore in CY19. We expect this to become sizeable in the overall performance,

going ahead, resulting into an improvement in the blended OPM. Historically, the company maintained DPS to tune of ₹ 5-

6/share, which provides dividend yield of 1.5%. Further, the company is making FCF/share to the tune of ₹ 12-15 proving FCF

yield of around 3-3.5%. Moreover, the company has been generating other income to the tune of ₹ 40 crore on cash of ₹ 207

crore. Based on our CY22 estimates, earnings yield of the company is well over the 10 year G Sec yields. Historically, positive

spread of equity over bond yield provides better investment opportunity. Hence, we expect downside in KSB from present levels

to be limited.
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Stock Picks

Gujarat Pipavav (GUJPPL)

Gujarat Pipavav was expected to see major disruptions during March and April, as most of the services on the GPPL port are

meant for the Far East (China in particular), which saw disruption due to the annual Chinese new year and then the Covid-19

crisis. However, faster than expected ramp up in the Chinese container ports (workers allowed to return to the port, factories

restarting), would lead to clear back log of cargoes and de-bottlenecking of the global EXIM cargo movement (re-positioning of

containers stranded at the Chinese ports). The increased container movement between Far East and India, would lead to a

higher capacity utilisation for GPPL (with a favourable product mix of EXIM cargo compared to coastal cargo movement). The

current FCF yield on the stock looks extremely attractive (11% on trailing FY19 basis), it is a debt free company and owned by

worlds largest port and terminal operator (APM terminals). The stock currently trades at attractive multiple of 7x FY22E multiple

considering a revenue growth of 6.5% and 9.6% in FY21E and FY22E respectively.

Kewal Kiran Clothing (KEWKIR)

Kewal Kiran Clothing (KKCL ) is one of India's major branded apparel manufacturers with presence across casual, formal, semi-

formal and western wear for men & women. It has a portfolio of four major brands (Killer, Easies, LawmanPg3 and Integriti)

capturing various consumer price points. The company has a asset light distribution model as more than 90% of its Exclusive

Brand Outlets (330+) are owned and operated by franchisees. The company has also enhanced focus on distribution through

National Chain Stores (NCS) and e-commerce. NCS and e-commerce has been one of the fastest growing channels with share of

contribution increasing from 13% in Q3FY16 to 28.4% in Q3FY20 and 3% to 8.9%, respectively. EBITDA margins for YTDFY20

have dipped to 18.3% (vs. average run rate of 20%+). Though the near term revenue growth would be impacted owing to

impact of COVID19 (closure of stores due to national lockdown), however over the longer term the management is looking to

achieve a double digit revenue growth and has alluded at a possibility of dilution in margin profile to a range of 18-19%. Despite

the same, KKCL remains one of the most profitable branded apparel players having a robust balance sheet with cash &

investments worth ~| 270 crore. We expect the working capital days to inch up in the near term owing to liquidity stress faced

by the Multi Brand Outlets (MBO) channel. However, with the company having robust cash & investments, we do not foresee a

significant increase in working capital debt. The debt/equity ratio is comfortably placed at 0.2x. The stock currently trades at 9x

FY22E earnings.
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Stock Picks

Mahanagar Gas (MAHGAS)

Mahanagar Gas is currently the sole authorised distributor of CNG and PNG in Mumbai & its adjoining areas. MGL's planned

capex in Pen, Uran and Karjat areas along with steady growth in Mumbai region provides visibility for volume growth in medium

to long term. In the CNG segment, MGL had a network of 248 CNG stations in February 2020 and plans

to add 25 CNG stations per year for the next three years. Although the company's sales volumes are expected to decline in range

of ~30% in near term due to lockdown amid Covid-19 outbreak, we expect the steady volume growth once normalcy is

restored. Going ahead, we estimate total volume at 3.4 mmscmd for FY22E with volume growth at 7.3% CAGR for next two

years. Low gas prices and strong pricing power will help MGL to report healthy margins of | 14.6/scm in FY22E. On account of

attractive valuations, strong return ratios and favourable government policies, we expect MGL to be a beneficiary of India's

growing CGD sector. The stock is currently trading at 9.5x FY22E EPS.

TV Today (TVTNET)

TV Today has maintained its leadership in Hindi news segment with Aaj Tak and India Today has seen increase in market share,

over the past five quarters. The monetisation across digital platform continued to remain robust as digital segment has

continued to display strong growth. We believe news heavy events will help the company to maintain growth momentum in

broadcasting revenues in the medium term. Another attractive feature is dividend yield. With no major capex, we expect the

company to continue paying high dividends (already paid | 20/share in FY20). The company is available at attractive P/E of ~6x

FY22 earnings.
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Disclaimer

ANALYST CERTIFICATION

I/We, Pankaj Pandey Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately

reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific

recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies

mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

A. Disclaimer in retail research report

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of

financial products. ICICI Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration

is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in

businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which

are available on www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates

might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI

Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any

companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as

opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit ICICI Direct.com to

view the Fundamental and Technical Research Reports.

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 Retail Research. 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 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 Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in

compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or

in certain other circumstances.

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

completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of

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.
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Disclaimer

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 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 are engaged in various financial service businesses, they might have financial interests or beneficial ownership 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.


