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RESEARCH TOP PICKS

BOB Economics Research | Inflation and IIP LARGE-CAP IDEAS

Inflations inches up, IIP moderates Company Rating Target
Infosys | Target: Rs 820 | +13% | ADD Cipla Buy 630
Impressive deal wins; risks to operating margins ahead GAIL* Buy 245
Indusind Bank | Target: Rs 1,850 | +23% | BUY S Py 230
No major surprises ICS Add 2,360

HPCL Sell 210

Pharmaceuticals | QIFY20 Preview
Good Q1 for Sun, Alkem, Dr Reddy’s; stabilising for Cipla, Lupin

*GAIL target price is adjusted for the 1:1 bonus issue

SUMMARY

India Economics: Inflation and |IP

CPl inflation rose to 8-month high of 3.2% in Jun"9 led by food inflation, in
particular pulses, meat and fish. Industrial activity, on the other hand,
moderated to 3.1% in May19. With drop in sown area this year, pulses prices
and thus food inflation is expected to increase. However, core inflation is likely
to moderate (4.1% in Jun19). In FY20, CPl inflation will be within RBI's target
of 4%. A slowing global and domestic economy along with fiscal consolidation

implies room for 25 bps rate cut in Aug’9.

Click here for the full report.

Infosys

Infosys (INFO) reported a largely in-line Q1FY20 operating performance,
with 2.8% QoQ CC revenue growth and 20.5% EBIT margins. At US$ 2.7bn,
the company notched up its highest quarterly deal wins, which supported
upbeat revenue guidance for FY20. Though strong deal wins and guidance lay
the ground for healthy growth momentum, margin management could be a

challenge given elevated attrition and tight staff cost control. We tweak FY20/
FY21 EPS by —2%/-1%; on rollover to Jun’20, our TP remains at Rs 820.

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.

MID-CAP IDEAS

Company Rating Target
Balkrishna Ind Buy 1,290
Future Suppl, Buy 780

Greenply Industries Buy 245

Laurus Labs Buy 495

PNC Infratech Buy 235

Source: BOBCAPS Research
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FIRST LIGHT

Indusind Bank

Indusind Bank (11B) has reported consolidated numbers for QTFY20 post-
merger with Bharat Financial (BHAFIN). PAT at Rs 14bn (+38% YoY) beat
estimates largely due to below-expected provisions. Exposure to potentially
stressed groups declined to 1.67% of loans vs. 1.9% in Q4FY19, while SMA-2
loans halved to 0.17%. Loan growth at 28% YoY remained in line with Q4
despite the merger, as BHAFIN had tightened lending norms in a few states.

The bank is opening 40-50k savings accounts of BHAFIN customers each day.

Click here for the full report.

Pharmaceuticals: Q1FY20 Preview

We expect a strong quarter for SUNP (boosted by one-time US generic

supplies) and DRRD (full quarter of gSuboxone, ramp-up in new launches incl.

gPropofol, Isotretinoin, and cost savings). Cipla/LPC should see stabilising
quarter after a high US base from gSensipar/ gRanexa stocking. Alkem’s
EBITDA is forecast to grow 11-12% YoY, while ARBP (Ertapenem
competition), DIVl and Laurus could see a lacklustre Q1. The avg USD/INR is
Rs 69.5 (vs. 70.5 QoQ) while BRL & ZAR has depreciated ~5% vs. INR.

Click here for the full report.
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INDIA ECONOMICS

INFLATION AND IIP

Inflation inches up, IIP moderates

CPl inflation rose to 8-month high of 3.2% in Jun19 led by food inflation, in
particular pulses, meat and fish. Industrial activity, on the other hand,
moderated to 3.1% in May’19. With drop in sown area this year, pulses prices
and thus food inflation is expected to increase. However, core inflation is
likely to moderate (4.1% in Jun’19). In FY20, CPl inflation will be within
RBI's target of 4%. A slowing global and domestic economy along with fiscal

consolidation implies room for 25 bps rate cut in Aug’19.

Bank of Baroda

India’s International Bank

12 July 2019

Sameer Narang
Dipanwita Mazumdar | Jahnavi

chief.economist(@bankofbaroda.com

lIP growth moderates: Industrial growth for May'19 moderated to 3.1% from
4.3% in Apr'19 on the back of deceleration in mining to 3.2% (5.1% in Apr19)
and manufacturing to 2.5% (4% in Apr'19). Within manufacturing, capital goods
reported an increase of only 0.8% (1.2% in Apr'19) and consumer durables
contracted by (-) 0.1%. On the other hand, FMCG production accelerated to
7.7% from 5.9% in Apr'19. Positive base effect had a role to play. Infra sector
rose by 5.5% compared with 7.2% in Apr'19. Electricity production improved to
a /-month high of 7.4% in May19 (6% in Apr'19).

Food inflation drove CPI higher: CPl inflation rose to 8-month high of 3.2% in
Jun19 from 3% in May’19 led by 30bps jump in food inflation (2.2% in Jun19
from 1.8% in May19). Higher food inflation was seen in meat and fish at 9% in
Jun19 (8.1% in May19) and pulses at 5.7% in Jun'19 (2.1% in May"19). Veggie
prices rose by 4.7% in Jun19 compared to 5.5% in May’19. Given the large drop
seen in sowing in pulses and oilseeds, we believe food inflation will accelerate
further in the year. However, excess supply in cereals (food stocks) will ensure

that food inflation remains anchored at less than 4% in FY20.

Core edged lower: Core inflation fell by 10bps to 4.1% in Jun’19 compared to
4.2% in May19. Deceleration was visible in household goods and services at
4.3% in Jun19 (4.6% in May19), transport and communication at 0.7% in
Jun19 (1.6% in May19) and recreation and amusement at 5.2% in Jun19 (5.6%
in May19). Lower oil price (10% in Jun19) have had a positive impact. Health
and education prices continued to gain traction. Higher gold prices led to
personal care inflation also inching up. Budget will also impart an inflationary
impulse in the form of higher taxes on motor spirit and customs duties.
However, an appreciating currency and muted demand will neutralise the

impact. For the year, CPl inflation is likely to remain below RBI's target of 4%.

ECONOMICS RESEARCH

KEY HIGHLIGHTS

= CPlinflation rose by 3.2% in Jun'19 vs 3% in
May"19.

= Core inflation cools off to 4.1% in Jun19 vs

4.2% in May19.

= |IP growth eases to 3.1% in May19 from 4.3% in
Apr19.



RESULT REVIEW

ADD

TP: Rs 820 | A 13%

INFOSYS

\ IT Services

Impressive deal wins; risks to operating margins ahead

Infosys (INFO) reported a largely in-line Q1FY20 operating performance,
with 2.8% QoQ CC revenue growth and 20.5% EBIT margins. At US$ 2.7bn,
the company notched up its highest quarterly deal wins, which supported
upbeat revenue guidance for FY20. Though strong deal wins and guidance lay
the ground for healthy growth momentum, margin management could be a
challenge given elevated attrition and tight staff cost control. We tweak FY20/
FY21 EPS by -2%/-1%; on rollover to Jun’20, our TP remains at Rs 820.
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Ruchi Burde
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In-line operating performance: INFO reported revenues of USS 3.1bn (+2.3%
QoQ or +2.8% QoQ CC incl. 60bps tailwinds from the Stater acquisition) —
slightly softer than our estimate of 3.1% QoQ CC growth but in line with
consensus. EBIT margins at 20.5% (~100bps QoQ) met expectations. BFSI
performance excluding the ABN AMRO deal was weak (~0.3% QoQ in dollar
terms). Among verticals, communications/energy & utility led with 4.6%/4.7%
QoQ dollar revenue growth. Among geographies, North America stood out
with 3% QoQ dollar growth.

Deal wins impressive, revenue guidance revised up: Aided by the ABN AMRO
contract (whose size management is yet to disclose), INFO posted its highest
quarterly deal-win TCV of USS$ 2.7bn. The company raised its FY20 revenue
growth guidance to 8.5-10% from 7.5-9.5% earlier (in CC terms), implying a

CQGR of 1.6%/1.9% at the lower/top end of the band for the rest of FY20.
EBIT margin guidance was unchanged at 21-23%.

Retain ADD: With impressive deal wins and higher guidance, INFO could well
close the revenue gap with TCS in FY20, especially after a soft Q1at TCS. But in
the absence of currency tailwinds, margin management could prove thorny for

INFO due to its stubbornly high attrition (vs. best-in-industry levels for TCS).

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Adj. net profit (Rs mn) 160,280 1,54,170 158,157 182163 2,05,010
Adj. EPS (Rs) 369 354 363 418 471
Adj. EPS growth (%) 173 (4.0) 26 15.2 125
Adj. ROAE (%) 239 245 248 258 26.2
Adj. P/E () 19.7 20.5 20.0 174 15.4
EV/EBITDA () 15.4 14.2 139 1.6 103

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price INFO IN/Rs 727
Market cap US$ 46.1bn
Shares o/s 4,349mn
3MADV US$ 84.9mn
52wk high/low Rs 773/Rs 600
Promoter/FPI/DIl  13%/35%/52%
Source: NSE
STOCK PERFORMANCE
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RESULT REVIEW

BUY

TP: Rs 1,850 | A 23%

INDUSIND BANK \ Banking

No major surprises

Indusind Bank (IIB) has reported consolidated numbers for QIFY20 post-
merger with Bharat Financial (BHAFIN). PAT at Rs 14bn (+38% YoY) beat
estimates largely due to below-expected provisions. Exposure to potentially
stressed groups declined to 1.67% of loans vs. 1.9% in Q4FY19, while SMA-2
loans halved to 0.17%. Loan growth at 28% YoY remained in line with Q4
despite the merger, as BHAFIN had tightened lending norms in a few states.

The bank is opening 40-50k savings accounts of BHAFIN customers each day.
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Vikesh Mehta
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Asset quality remains manageable: GNPA increased Sbps QoQ to 2.15% in
Q1, while the coverage ratio remained low at 43%. Exposure to stressed groups
declined to 1.67% of loans in part due to repayments. The SMA-1 & 2 book
nearly halved to 0.35%. Management asserted that SPVs of IL&FS are

adequately provided for and even believes a write-back of some of these

provisions is possible. FY20 credit cost guidance has been maintained at 65bps.

Loan growth in line with Q4: |IB’s vehicle finance book grew ~24% YoY
backed by secular growth across CVs, two-wheelers, three-wheelers and
tractors. The non-vehicle finance/corporate book grew >20%/15-20%.

Management continues to guide for mid-twenties growth overall in FY20.

BHAFIN update: AUM at Rs 175bn grew 26% YoY in Q1 but was flat QoQ.
Management has guided for 35% growth in FY20 supported by a 22-25%
increase in borrowers and 10-15% rise in ticket size. In terms of liability

accretion, 1B is opening 40-50k savings accounts of BHAFIN customers a day.

Maintain BUY with TP of Rs 1,850: We introduce estimates for FY22 and for
post-merger financials. We continue to value the stock at 3x FY21E P/BV as
merger synergies are expected to raise ROE to ~19% by FY21E.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19P FY20E FY21E FY22E
Adj. net profit (Rs mn) 36,060 33,01 55,180 75,410 98,007
EPS (Rs) 60.2 54.9 84.2 106.5 138.4
P/E () 251 27.5 17.9 14.2 10.9
P/BV (x) 39 3.5 3.0 24 2.0
ROA (%) 1.8 13 17 1.8 1.9
ROE (%) 16.2 131 17.5 18.6 20.0

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price IIB IN/Rs 1,510
Market cap US$13.3bn
Shares o/s 603mn

3M ADV US$ 98.0mn
52wk high/low Rs 2,038/Rs 1,333

Promoter/FPI/DIl  17%/52%/31%

Source: NSE
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PHARMACEUTICALS - QIFY20 Preview | 12 July 2019

Good Q1 for Sun, Alkem, Dr Reddy’s; stabilising for Cipla, Lupin

We expect a strong quarter for SUNP (boosted by one-time US generic Vivek Kumar
supplies) and DRRD (full quarter of gSuboxone, ramp-up in new launches research(@bobcaps.in
incl. gPropofol, Isotretinoin, and cost savings). Cipla/LPC should see

stabilising quarter after a high US base from gSensipar/ gRanexa stocking.

Alkem’s EBITDA is forecast to grow 11-12% YoY, while ARBP (Ertapenem

competition), DIVI and Laurus could see a lacklustre Q1. The avg USD/INR is

Rs 69.5 (vs. 70.5 QoQ) while BRL & ZAR has depreciated ~5% vs. INR.

Key to watch: (1) Alkem Labs: Onset of domestic season in Q2, trade generics, KEY RECOMMENDATIONS
FDA update on Baddi unit. (2) Aurobinde (ARBP): Progress on Sandoz deal, [lisksy i
injectable bag line and gSensipar litigation; FDA inspection update for Units 3/7. ALKEMIN BUY

. . . . ARBP IN BUY
(3) Cipla: Updates on channel de-stocking in trade generics and softness in LA N SUy
South African tenders. (4) Dr Reddy’s (DRRD): Proprietary business strategy SV IN REDUCE
hereon, gNuvaring/Copaxone launch timelines, Srikakulam reinspection dates. DRRD IN REDUCE
(5) Divi’s (DIVI): Uptick in gross margin QoQ), capex progress. (6) Lupin (LPC): LAURUS IN BUY
Solosec ramp-up, remediation progress (Goa, Indore-2, Somerset, Mandideep LPC IN ADD
units). (7) Laurus: Formulation offtake, gross margin QoQ. (8) Sun Pharma SUNP IN REDUCE
(SUNP): llumya ramp-up & R&D spends for new indication; Halol EIR update.
FIG1- Q1FY20: US REVENUE EXPECTATIONS
(US$ mn) Q4FY18 QIFY19 Q2FY19 Q3FY19 Q4FY19  QIFY20E QoQ (%) YoY (%)
ALKEM 63 63 69 74 69 72 45 13.9
ARBP 272 283 318 338 352 348 1.2 23.0
CIPLA 104 101 108 18 162 130 (19.8) 28.2
DRRD 223 237 210 209 212 237 1.8 0.0
LPC 233 177 178 197 247 200 (191 13.0
SUNP (ex-Taro) 200 225 183 186 264 270 2.5 20.0
TARO 175 155 159 176 180 7 4.8) 10.5

Source: Company, BOBCAPS Research

FIG 2 - QIFY20 PREVIEW: GOOD FOR SUNP, ALKEM, DRRD; STABILISING FOR CIPLA, LPC; OTHERS LACKLUSTRE

Companies Sales (Rs mn) EBITDA (Rs mn) PAT (Rs mn) EBITDA Margin (%)
QIFY20E  YoY (%) QoQ (%) |QIFY20E  YoY (%) QoQ (%) |QIFY20E  YoY (%) QoQ (%) |QIFY20E QIFY19 QA4FY19
ALKEM 18,619 1.5 0.4 2,379 1.0 1.2 1,463 7.4 2.7 12.8 12.8 12.7
ARBP 50,379 18.5 4.8) 10,401 335 1.9 6,384 22.0 22 20.6 18.3 20.0
CIPLA 42122 6.9 4.4 7,969 9.5 azn 3,701 0.7 0.7 18.9 18.5 21.8
DRRD 40,385 8.5 0.5 8,817 16.4 7.6 4.614 1.2 6.2 21.8 204 204
LPC 43,032 1.6 2.3) 7,415 40.7 (15.0) 3,232 59.4 125 17.2 13.7 19.8
SUNP 81,827 14.6 16.2 17,875 17.5 99.2 13,047 33.0 104.3 21.8 213 12.7
DIVI 11,633 16.9 (7.4) 4,047 15.0 (3.2) 2,802 16.9 (5.4) 34.8 354 333
LAURUS 5,386 on 15.2) 810 0.5 (27.6) 120 (27.5) 720 15.0 15.0 17.6
Sector Agg. 293,383 12.4 1.5 59,713 20.4 1.1 35,364 21.0 23.7 20.4 19.0 18.6

Source: Company, BOBCAPS Research
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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 30 June 2019, out of 76 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 43 have BUY ratings, 15 are rated ADD, 10 are rated
REDUCE and 8 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, wealth management and portfolio 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

EQUITY RESEARCH 15 July 2019
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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.

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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