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Top picks

*  Mid-cap ideas — Future Supply replaced by Transport Corp
(see Topline disappoints, margin resilient, 30Jan20)

Alkem Labs | Target: Rs 2,870 | +15% | BUY
Solid beat — moving to street-high TP of Rs 2,870

Aurobindo Pharma | Target: Rs 560 | +10% | ADD

Q3 in line; facility resolution, Sandoz key stock catalysts

Mphasis | Target: Rs 1,050 | +11% | ADD
Cloudy DXC/HP visibility overshadows strong operating beat

Mahanagar Gas | Target: Rs 950 | -21% | SELL

Volumes drag and margins peak out

SUMMARY
Alkem Labs

Alkem Labs reported a 24% EBITDA beat in Q3 driven by better gross margins
(product mix, soft RM prices). India sales rose 14% YoY; US sales grew 8%
QoQ to US$ 82mn. A focus on strengthening the high-margin India portfolio
should drive low double-digit growth in coming years, alongside benefits from
US operating leverage. In the mid-term, Alkem expect 20% EBITDA margins
(from c.18%). We raise FY21/FY22 EPS by 6%, increase our target
EV/EBITDA multiple to 17x vs. 14x leading to Mar'21 TP of Rs 2,870 (implied
24x P/E).

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

TOP PICKS

LARGE-CAP IDEAS

Company Rating Target
Bajaj Finance Buy 5,200
Cipla Buy 570
Eicher Motors Buy 25,000
Petronet LNG Buy 400
Reliance Industries Buy 1,860
MID-CAP IDEAS

Company Rating Target
Alkem Labs Buy 2,870
Greenply Industries Buy 210
Laurus Labs Buy 510
Transport Corp Buy 355
Ashok Leyland Sell 68

Source: BOBCAPS Research
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Aurobindo Pharma

Aurobindo’s (ARBP) operating results were in line, with above-expected US
sales of US$ 418mn (volume-led) but subdued gross margins at 56.5% (down
120bps QoQ) due to a higher ARV mix. Net debt declined by US$ 77mn. This
coupled with 2-3 months of stock amid potential coronavirus-led supply
constraints are other positives. Management expects Sandoz approval latest by
Mar’20 and CAPA implementation for Unit 4 by May. Nearing

reinspection timelines for Unit 10 and Eugia are other near-term stock

catalysts. Retain ADD.

Click here for the full report.

Mphasis

Mphasis (MPHL) reported a beat on both revenue and margins in Q3FY20.
Upbeat Digital Risk revenues (+14% QoQ CC) aided a strong showing in the
Direct core business. However, DXC/HP channel revenue growth was soft at
0.1% QoQ CC. Management continues to target above-industry growth in the
direct core business and industry-level growth in DXC/HP for FY20. We
tweak FY21/FY22 earnings by +1%/-1% and roll over to a revised Mar’21 TP of
Rs 1,050 (vs. Rs 1,020 earlier). Retain ADD.

Click here for the full report.

Mahanagar Gas

Mahanagar Gas’s (MAHGL) Q3FY20 PAT was in line at Rs 1.86bn (+25.4%
YoY). Key Q3 highlights: (a) EBITDA margins disappointed at Rs 9.2/scm
(7% QoQ) on higher costs, and (b) volumes were muted at 28Tmmscm (+3%
YoY). MAHGL lags its peers on volume growth, while its elevated operating
margins appear to have peaked out. We marginally trim FY20-FY22 earnings
as we cut operating margin estimates to Rs 9.6/scm (from Rs 10), on par

with OMFEY20 levels. Our DCF-based TP changes to Rs 950 (vs. Rs 890)

on rollover.

Click here for the full report.
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RESULT REVIEW

BUY

TP: Rs 2,870 | A15%

ALKEM LABS

Solid beat — moving to street-high TP of Rs 2,870

Alkem Labs reported a 247% EBITDA beat in Q3 driven by better gross margins
(product mix, soft RM prices). India sales rose 14% YoY; US sales grew 8% QoQ
to US$ 82mn. A focus on strengthening the high-margin India portfolio should
drive low double-digit growth in coming years, alongside benefits from US
operating leverage. In the mid-term, Alkem expect 20% EBITDA margins (from
c.18%). We raise FY21/FY22 EPS by 6%, increase our target EV/EBITDA
multiple to 17x vs. 14x leading to Mar'21 TP of Rs 2,870 (implied 24x P/E).

\ Pharmaceuticals
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Vivek Kumar
research(@bobcaps.in

247 EBITDA beat, India and US sales steady: Q3 EBITDA was up 45% YoY
led by 450bps expansion in gross margin to 61.8%. EBITDA margins stood at
20.8% vs. our estimate of 17.2%, partially driven by cost control. Q3/9M India
sales growth was better than estimates at 14%/15% YoY (in O9M, acute was up

13% and chronic 21%). US commentary is stable with guidance for good growth
over FY20 — we expect US$ 400mn in US sales by FY22 (14% CAGR).

Scope for rerating; TP raised to Rs 2,870: We believe Alkem’s profitability base
has moved up — evident from the beat over the last three quarters, which has
led us to cumulatively upgrade EBITDA by 9-10% and margins by 100bps for
FY20-FY22. This momentum should sustain given a focus on raising the high-
margin acute mix, increasing MR efficiency and driving operating leverage in
the US (see our Jul'19 initiation). Coupled with ROIC of >30% from FY21E
(vs. ~20% in FY18-FY19) and strong FCF, we expect one-year forward
EV/EBITDA multiples to move closer to the 3Y mean of 19x from c.14.8x.

Earnings call highlights: (1) Trade margin capping, if implemented, will be
therapy-wise. (2) Direct dependency on Chinese APl is 5%; stock currently at
1-1.5 months. (3) Expect addition of 300 to the ~11,000 field force in FY21.
(4) FY21 capex and tax guided at Rs 4bn and 10% respectively.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 64,218 73,558 82,607 92,525 103,306
EBITDA (Rs mn) 10,284 1135 14,255 16,779 19,480
Adj. net profit (Rs mn) 6,309 7,298 11,238 13,387 14,392
Adj. EPS (Rs) 52.8 61.0 94.0 112.0 120.4
Adj. EPS growth (%) (29.3) 15.7 54.0 19.1 7.5
Adj. ROAE (%) 15.8 16.3 218 219 201
Adj. P/E () 47.4 41.0 26.6 223 20.8
EV/EBITDA (x) 289 26.9 211 17.6 14.8

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price ALKEM IN/Rs 2,503
Market cap US$ 4.2bn
Shares o/s 120mn
3M ADV US$ 2.5mn
52wk high/low Rs 2,558/Rs 1,660
Promoter/FPI/DIl  66%/2%/5%
Source: NSE
STOCK PERFORMANCE
(Rs) —— ALKEM

2,530

2,340

2150

1,960

1,770

1,580 +—F/F—"F—"F—"—"—"T—"T—T—T—

T e T T e Y e
|||||||||||

Source: NSE


https://www.barodaetrade.com/reports/AlkemLabs-InitiatingCoverage1Jul19-Research.pdf

RESULT REVIEW /&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

ADD

TP: Rs 560 | A 10% AUROBINDO PHARMA | Pharmaceuticals - 07 February 2020

Q3 in line; facility resolution, Sandoz key stock catalysts

Aurobindo’s (ARBP) operating results were in line, with above-expected US Vivek Kumar

sales of US$ 418mn (volume-led) but subdued gross margins at 56.5% (down research(@bobcaps.in
120bps QoQ) due to a higher ARV mix. Net debt declined by US$ 77mn.

This coupled with 2-3 months of stock amid potential coronavirus-led supply

constraints are other positives. Management expects Sandoz approval latest by

Mar’20 and CAPA implementation for Unit 4 by May. Nearing reinspection

timelines for Unit 10 and Eugia are other near-term stock catalysts. Retain ADD.

US beat key positive but EBITDA in line: ARBP saw best-ever US sales of Ticker/Price ARBP IN/Rs 511

US$ 418mn in Q3 (+3% QoQ), led by new launches and volume growth in the Market cap US$ 4.2bn

base portfolio. Management believes the NBO opportunity might continue. Shares ofs 586mn

Going ahead, Eugia will start contributing significantly in FY21 (currently only ¢ SMADY VS5 23.8mn
oing ahead, Eugia will start contributing significantly in currently only two 52wk hightlow P 838/R: 350

products from this site). 9M US sales are tracking ahead of estimates, driving a Promoter/EPI/DII  52%/19%/15%

5% EPS upgrades for FY21/FY22. Spectrum’s annualised sales of US$100mn are Source: NSE
tracking slightly above estimates. Injectable sales were flat QoQ at US$ 76mn in
Q3. EBITDA margin of 20.5% was in line. ARBP aims to be debt-free

(outstanding net debt US$ 446mn) in three years. STOCK PERFORMANCE
(Rs) e ARBP

Near-term events to watch: While a final say on Unit 4 (injectable unit & ~5% of 870
FY21E sales) is awaited, we believe Unit 10 and Eugia (together 55 pending 2;8
ANDA:s accounting for 42% of pending files) will come up for inspection in the 2;8
next 3-4 months. Both units will be key growth drivers over the next 2-3 years. 370 1 . .

e RRRD2OR R0
ADD: Strong US sales despite facility challenges is a key positive in Q3. But 2 5?5 i §<%°§ i gf%’ﬁ E
stock valuations have turned reasonable from attractive post a 35% rally (trading Source: NSE

at 8x FY21E EBITDA, 10% premium to peers). We revise Mar’21 TP to Rs 560
(from Rs 500), based on ~7x EV/EBITDA. Downside risks: Unit 4 escalation,

Sandoz consolidation delays, penalty risk from Aceto supply sabotage claim.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 164,630 195,634 230,854 285,827 292,957
EBITDA (Rs mn) 37,718 39,519 4718 55,500 5716
Adj. net profit (Rs mn) 24,227 24126 27,331 28,939 29,294
Adj. EPS (Rs) 1.3 4.2 46.6 49.4 50.0
Adj. EPS growth (%) 53 0.4 13.3 59 1.2
Adj. ROAE (%) 231 18.8 18.0 16.4 14.4
Adj. P/E () 12.3 12.4 10.9 10.3 10.2
EV/EBITDA (x) 8.9 8.4 7.3 6.2 6.5

Source: Company, BOBCAPS Research
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TP: Rs 1,050 | A 11%

MPHASIS

\ IT Services

Cloudy DXC/HP visibility overshadows strong operating beat

Mphasis (MPHL) reported a beat on both revenue and margins in Q3FY20.
Upbeat Digital Risk revenues (+14% QoQ CC) aided a strong showing in the
Direct core business. However, DXC/HP channel revenue growth was soft at
0.1% QoQ CC. Management continues to target above-industry growth in the
direct core business and industry-level growth in DXC/HP for FY20. We
tweak FY21/FY22 earnings by +1%/-1% and roll over to a revised Mar'21 TP of
Rs 1,050 (vs. Rs 1,020 earlier). Retain ADD.
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Ruchi Burde
research(@bobcaps.in

Digital Risk uplifts Q3 performance: MPHL reported an operational beat in
Q3 as revenue grew 4% QoQ CC (~2% est.), aided by 4.5% QoQ CC growth
in the direct core business. The Digital Risk business grew 14% QoQ CC (partly
led by favourable dynamics for the US mortgage market in the Dec19 quarter),
supporting the strong showing in the direct core business. In contrast, DXC/HP
channel performance was subdued, with 0.1% QoQ CC revenue growth.

Resilient operating margins: EBIT margin at 16.2% (15.6% est.) was up 10bps
QoQ despite annual wage hike headwinds. Annual wage revision will continue to
have a lower impact than historical trends as the company has moved to a new

deferred wage revision policy in FY20 (aligned with reskilling).

Cloudy DXC/HP business visibility: The DXC/HP channel (26.6% of Q3
revenue) has posted tepid growth over the last two quarters, largely due to a
sequential decline in non-DXC business (refer Fig 2 & 3). The change of guard at
DXCin Sep’9 and subsequent strategy refresh further raises risks for MPHL,
given that DXC accounts for a large portion of channel revenue (62% in Q3).
MPHL’s management sees little impact, citing a status quo on the relationship,

and has maintained guidance of above-industry growth in direct core business,

industry-level growth in DXC/HP and 15.5-17% EBIT margins for FY20.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 65,459 77,31 88,042 99,612 110,610
EBITDA (Rs mn) 10,626 13,240 16,268 18,810 20,761
Adj. net profit (Rs mn) 8,507 10,734 11,225 12,414 13,982
Adj. EPS (Rs) 441 57.7 60.3 66.7 751
Adj. EPS growth (%) 14.9 309 4.6 10.6 12.6
Adj. ROAE (%) 14.6 20.0 20.4 20.5 21.0
Adj. P/E () 214 16.4 15.6 141 12.6
EV/EBITDA (x) 16.2 131 10.7 9.3 84

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price MPHL IN/Rs 943
Market cap US$ 2.5bn
Shares o/s 186mn
3MADV US$ 2.6mn
52wk high/low Rs1,063/Rs 828
Promoter/FPI/DIl  52%/29%/14%
Source: NSE
STOCK PERFORMANCE
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SELL

AR VAV MAHANAGAR GAS | Oil & Gas | 07 February 2020

Volumes drag and margins peak out

Mahanagar Gas’s (MAHGL) Q3FY20 PAT was in line at Rs 1.86bn (+25.47% Rohit Ahuja | Harleen Manglani
YoY). Key Q3 highlights: (a) EBITDA margins disappointed at Rs 9.2/scm (-7%  "esearch@bobcaps.in

QoQ) on higher costs, and (b) volumes were muted at 281mmscm (+3% YoY).

MAHGL lags its peers on volume growth, while its elevated operating margins

appear to have peaked out. We marginally trim FY20-FY22 earnings as we cut

operating margin estimates to Rs 9.6/scm (from Rs 10), on par with 9MFY20

levels. Our DCF-based TP changes to Rs 950 (vs. Rs 890) on rollover.

Muted volume growth: MAHGL's volume growth continues to be subpar when Ticker/Price MAHGL IN/Rs 1,199
compared to its CGD peers, at 3% YoY in Q3 (281mmscm). CNG growth Market cap US$1.7bn
(205mmscm, +2.4% YoY) was muted due to a high base and slowdown in the 2:;?;?;5 igsn;g .
. . . . . . 13.4mn
addition or conversion rate of vehicles using this fuel. The downturn in CNG 52wk highlow Rs 1.246/Rs 754
volume growth could continue over the long term given rising infrastructure Promoter/FPI/DII  33%/32%/36%
constraints and improving alternate travel options in Mumbai (metro). We Source: NSE
maintain volume growth estimates at 3.5% CAGR over FY20-FY22, lagging
peers (Indraprastha Gas and Gujarat Gas) that offer >10% CAGR. STOCK PERFORMANCE
. (Rs) e MAHGL
Margins have peaked - as expected: EBITDA margins for Q3 were below 1320
estimates at Rs 9.2/scm (-7% QoQ). Among GAIL-owned CGD companies, 1,200
. . . . 1,080
MAHGL continues to have one of the highest operating margins, but one of 960
the lowest volume growth rates. We see a high probability for margins to 840
. 720 T T T T T T T T T T T T 1
decline further as the company could choose to chase volumes. PENE DR P00 RO
L5Fs Y5 h Y5
L=< Zu=s=dzr=az2?

Maintain SELL: We raise our DCF-based TP for MAHGL to Rs 950 on rollover

to Mar'21. At 14.3x FY22E EPS, the stock continues to attract among the lowest Source: NSE

multiples, but valuations look justified on stagnant earnings growth. Margins have

peaked out and we now estimate EBITDA/scm at ~Rs 9.6 (FY20-FY22).

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 22,330 27,91 33,250 36,329 39,201
EBITDA (Rs mn) 7,801 8,855 10,880 11,382 1,852
Adj. net profit (Rs mn) 4780 5,467 8,194 8,007 8,298
Adj. EPS (Rs) 484 553 83.0 81.1 84.0
Adj. EPS growth (%) 21.5 14.4 499 2.3) 3.6
Adj. ROAE (%) 24.3 242 31.8 27.6 256
Adj. P/E () 24.8 217 14.4 14.8 14.3
EV/EBITDA (x) 15.0 13.2 10.7 101 9.5

Source: Company, BOBCAPS Research

EQUITY RESEARCH A
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%
SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 January 2020, out of 85 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 50 have BUY ratings, 18 are rated ADD, 8 are
rated REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are

not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company - specific

disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not 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. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

EQUITY RESEARCH 10 February 2020
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We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the

subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS's associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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