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“Pent up Demand”: Looking at brighter side of lockdown

The theory of Loss Aversion states that “pain of anticipated loss is quite higher than actual loss itself.”

If we corroborate the above theory with the present situation in markets, the theory is getting practised to a high

degree. The end result is ferocious dislocation of stock prices in relation to its core intrinsic business value. Taking

the current panic into account, there is strong uncertainty on how the future will pan out. However, if one looks at

the brighter side of the situation, when it ends, will bring strong “pent up demand” across various sectors/business.

Hence, there are several dislocated opportunities across the “pent up demand” theme.

Therefore, we list out a few companies that will be direct beneficiaries of the above theme. The universe of stocks

that we would like to bet have the following in common:

• Strong brands and products with established distribution network coupled with reasonable pricing power

• Credible management and clean governance record, who have seen such turbulence in the past and have come

out stronger from such a crisis

• From a financial perspective, these companies have solid balance sheets coupled with ability to generate strong

cash flows and comfortable leverage profile. More importantly, they have a track record of creating shareholder

wealth across business cycles

Out top picks under this theme are Aditya Birla Fashion & Retail, Apollo Hospitals, Exide Industries, Gujarat Gas, Havells

India, Kansai Nerolac, Shree Cements, VST Industries, TCI Express and United Spirits.
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Stock Picks

Aditya Birla Fashion and Retail (ADIFAS)

Aditya Birla Fashion & Retail (ABFRL) combines Madura’s portfolio of leading lifestyle brands (Allen Solly, Van Heusen, Louis

Philippe and Peter England) with Pantaloons’ strength as the largest value fashion retailer. The company has a robust distribution

network with 2656 brand stores and a reach across 24000 multi branded outlets (MBOs), along with 343 Pantaloons stores. Over

the years, Pantaloons has witnessed a significant upgradation of margin profile, from ~4% in FY15 to 10.1% in Q3FY20 (9.0% in

YTD FY20). Owing to the discretionary nature of its product portfolio in both lifestyle brands and Pantaloons, we expect revenue

growth to take a hit in the short-term due to the impact of Covid-19. However, we believe that with its strong brand patronage

and large distribution reach, it will be able to revive its revenue growth post normalisation of the scenario and improvement in

retail footfalls. The stock currently trades at 1.2x FY22E EV/sales.

.

Apollo Hospitals (APOHOS)

Apollo Hospitals owns one of the best integrated business models in the healthcare space with a strong management pedigree.

Rapid expansion and maturity of older hospitals has kept the overall growth tempo at 12-14% per annum. After an intense capex

cycle, especially during FY14-18, the company is focusing on the profitability and return ratios with calculated capex moderation.

This is reflected in a marked improvement in both EBITDA margins and RoCE. We expect healthcare sales to grow at a CAGR of

~12% in FY19-22E to | 7160.8 crore mainly due to strong growth at new hospitals and AHLL. The pharmacy business (40% of

FY19 revenues) has grown at ~22% CAGR in the last five years on the back of consistent addition of new pharmacies and timely

closure of non-performing pharmacies. We expect the pharmacy business to grow at ~17% CAGR in FY19- 22E to | 6153 crore

mainly on the back of new addition and improvement in realisation owing to ramp up in private label contribution. The company

continues to deliver a healthy set of numbers on the revenue and cost fronts. Despite the likely disturbances in operations due to

Covid-19 for a good part of FY21, the overall narrative is panning out on expected lines with sustained margin expansion and

improvement in RoCE. The management has reiterated the roadmap for more focus on consolidation of the existing hospitals

and making new hospitals profitable.
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Stock Picks

Exide Industries (EXIIND)

Exide Industries (EIL) is a part of the duopoly in the organised Indian automotive battery space. For EIL, aftermarket i.e.

replacement segment forms ~60% of channel mix with OEM sales and exports constituting the rest. Healthy new vehicle sales

over FY17-18 and short approximately three year replacement cycles lend strength to the aftermarket channel providing steady

state demand in FY20-22E even though the OEM channel would remain largely subdued. EIL is proactive on the lithium ion front,

having formed a JV with Swiss player Leclanche for assembly and eventual manufacture of battery cells. EIL clocks decent 13-

14% margins with average RoCE at ~15%. It is currently quoting at inexpensive valuations of ~14x P/E on FY22E EPS of ₹ 9.4.

Being largely domestic focused and muted base metal prices are a further positive for EIL.

Gujarat Gas (GUJGA)

Gujarat Gas is one of the largest CGD players in India, which operates mainly in Gujarat, Dadra & Nagar Haveli and parts of

Thane. In the Tenth CGD bidding round, the company was awarded six new GAs in various parts of the country. In FY20, Gujarat

Gas has witnessed robust increase in its sales volume. The company is expected to report 9.1 mmscmd total sales volumes,

growth of ~40% YoY as it benefitted from the National Green Tribunal (NGT) order. The company witnessed a strong increase of

~57% YoY in industrial PNG sales in FY20E to ~7.1 mmscmd, aided by higher volumes from ceramic industries in the Morbi

area. We expect industrial PNG segment to continue to report strong volumes in future as well on account of stricter

implementation of environmental norms. In the CNG segment, the company has a network of more than 375 stations and has

CNG sales volume of 1.4 mmscmd. Although we expect sales volumes to drop ~24% in Q1FY21E due to reduced demand, we

expect sales to pick up once normalcy is restored. We expect total sales volume to grow at 11% CAGR in the next two years to

11.2 mmscmd in FY22E. The company is also a beneficiary of lower gas prices, which has helped it to maintain healthy gross

margins at | 7.2/scm for FY20E. We expect it to continue to report gross margins at | 6.9/scm in FY22E due to relatively good

pricing power. Additionally, aggressive expansion in newly acquired GAs gives visibility to stable volume growth. On account of

regulatory tailwinds and volume growth outlook, we have positive view on the company.

.
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Stock Picks

Havells India (HAVIND)

Havells’ product portfolios includes industrial (wire & cable and switchgears) and consumer segments (home appliances). While

the consumer facing business reported good growth in the recent past (~20% CAGR), the industrial category products

continued to face challenges due to sluggishness in construction activity. We believe Havells’ FY21E performance would be

challenging amid lockdown across the country and slowdown in the infrastructure spending. However, Havells is the strong

consumer brand with over 8000 dealer network across India. The company is well placed to recoup the lost sales due to

lockdown and recovery in the demand of industrial products whenever normalcy returns. We believe Havells will also benefit

from its backward integration (strong supply chain) and strong balance sheet position as and when business returns to normalcy.

Hence, we believe the stock is available at attractive valuations at the current price.

Kansai Nerolac (KANNER)

Kansai Nerolac (KNPL) is the third largest decorative paint company with ~12% market share in the organised category. Over the

last 10 years, KNPL has increased its decorative paint contribution in revenue from 50% to 55%. While its decorative portfolio is

likely to face challenges in the near term due to the ongoing lockdown across the country, we believe demand from the

automotive industry (where KNPL is the market leader) will remain sluggish in the near to medium term due to shutdown of

automotive plants. However, the company is expected to recover its sales loss in the decorative segment as and when normalcy

returns while we believe industrial paint category would largely be driven by coil coating and functional powder coatings. We

expect Kansai to record revenue, earning CAGR of 11% in FY20-22E with a major recovery being seen in FY22E. On the margin

front, we believe the company would benefit from lower raw material prices owing to a sharp reduction in raw material prices.

Considering its strong promoter pedigree, lean balance sheet and continuous focus on enhancing dealer reach, Kansai Nerolac

is available at attractive valuations at the current price.
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Stock Picks

Shree Cements (SHRCEM)

Shree Cements’ capacity of 43 MT is located mainly in the north and eastern regions, with a presence in the south as well. Shree

Cement is the industry leader in terms of margins owing to self-sufficiency in power generation and logistical cost optimisation

backed by satellite grinding units. With significant capacity addition in recent years, the company should outperform the

industry, going ahead. We expect Shree to clock a volume CAGR of 6.4% in FY20E-22E and revenue CAGR of 5.2% during the

same period. Despite lower realisation, the company is expected to post industry leading EBITDA margins of 25% and 27% and

blended EBITDA/t of | 1124 and | 1300 per tonne in FY21E and FY22E, respectively. Leverage is not an issue for the company as

its D/E is well under control at 0.2x and debt/EBITDA is not expected to cross 1x over the next two years. RoCE is expected to

bounce back to double digits in FY22E on the back of an improved performance. While current valuations of 20x FY20E and 18x

FY22E EV/EBITDA look expensive, the company is trading at a steep discount to its five year average of 26x. On a P/BV basis as

well, the company is trading at ~30% discount to its 5x historical average of 6.8x. Management expertise, industry leadership in

profitability and efficient capital allocation would continue to keep Shree Cements as the standout performer in future as well,

making it a compelling buy post the recent correction.

VST Industries (VSTIND)

VST Industries' revenues have increased ~15% YoY in 9MFY20 driven by ~10% volume growth and ~5% product mix change.

The company has been witnessing superior volume growth in high priced cigarettes as contribution of premium brands Charms,

Total and Edition have increased to 60% of volumes in the last few years. With shutting down of manufacturing facilities during

the lockdown period of ~40 days, we expect VST to be severely hit at least for two quarters (Q4FY20E and Q1FY21E) due to

non-availability of cigarettes and as a result, consumers being unable to consume it. However, the company’s fundamentals are

robust driven by strong capital structure, steady cash flow and consistent dividend payment of 65% (at the CMP, dividend yield is

~3.2%). Post the sharp correction in the stock price, VST is available at attractive valuations of FY22E P/E multiple of 14x.
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Stock Picks

TCI Express (TCIEXP)

FY20E remained a tumultuous year for express logistics, marred by slower than usual revenue growth (~5% growth in 9MFY20

for TCI Express). However, in spite of the lowered operating leverage, TCI Express continued to see its margins expand to ~12%

levels (50-60 bps blended expansion YoY), reflecting on management focus on picking up profitable sales. Covid-19 continues to

impact express logistics. However, players such as start-ups funded by private equity are seeing greater stress in cash flow

management, inflated labour cost and other expenses. This can deter them from dealing in unprofitable business sales and

lower the competitive intensity in the segment. TCI Express continues to remain a technology led low leverage, asset light

model, that would help it in weathering the crisis better than other heavy asset owners and levered players. Risks include heavy

reliance on SME players (~50%) which had earlier helped the company to achieve higher growth than its competitors (SMEs

could be heavily impacted due to ongoing crisis).

United Spirits (UNISPI)

During 9MFY20, despite general consumption slowdown and rising input prices, USL’s judicious management of employee and

other overhead costs lowered the impact of gross margin compression on the EBITDA front. The management has also actively

de-prioritised few low margin products in certain geographies (that exhibited higher cash collection risks).

Prestige & Above ( P&A) share in the product mix accounts for 66% in 9MFY20 (increased 100 bps from 65% in Q1FY20). Newer

launches have also helped increase the premiumisation trend (McDowell’s Platinum, youth centric packaged liquor Hipster, etc).

The management expects the premiumisation trend to continue, going forward. They expects prices of key raw materials (ENA,

glass) to have peaked out and do not expect further deterioration in gross margins (contracted 421 bps to 44.4% in Q3FY20).

Risks include higher taxes by state governments on liquor companies to generate funds for the Covid-19 crisis, continued

closure of liquor shops and distilleries in most of the states and negative impact due to the Covid-19 crisis on the

premiumisation trend witnessed by the industry in the past few years.
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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.
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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.
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