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Weak dispatches in Q4FY20 due to BS-IV inventory liquidation and the
March lockdown saw aggregate FY20 volumes declining at record rates. We
expect a 34% YoY drop in Q4 aggregate EBITDA for our auto coverage.
Covid-19 restrictions and the subsequent economic impact will hurt
discretionary demand – we cut volume forecasts and reduce FY21/FY22
earnings 35-60% (20-29% ex-TTMT). Valuations post the sharp correction
are close to the 10-year mean. Prefer companies with strong balance sheet
and FCF prospects. Top picks: MSIL, EIM.
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Automobiles: Q4FY20 Preview

Reliance Industries
Reliance Industries’ (RIL) deleveraging plans appears back on track with a
9.99% stake sale in RJio to Facebook for US$ 5.8bn (valuing RJio at ~US$
61bn). Key highlights: (a) the deal values RJio at 8.7x FY22E EBITDA (Rs
780/sh vs. our estimate of US$ 42bn or Rs 562/sh), (b) it entails partnership
between WhatsApp, JioMart and Retail for spearheading RIL’s new initiative to
connect small merchants and ‘kirana’ stores. We raise RIL’s SOTP value to
Rs 1,550 (vs. Rs 1,500) on higher value for RJio (partly neutralised by higher
debt as Aramco deal could fall through).
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

Source: BOBCAPS Research

DAILY MACRO INDICATORS

Dow
Shanghai

FII-D

201.2

FII-E

12.1

(113.7)

(6,716.7)

Source: Bank of Baroda Economics Research

BOBCAPS Research
research@bobcaps.in

(113.7)

FIRST LIGHT

Kotak Mahindra Bank
Kotak Mahindra Bank (KMB) has received board approval to raise ~Rs 75bn in
capital which will bolster CAR by ~300bps, reduce promoter stake to 29% and
build buffers against contingencies. KMB’s CAR has always been well above
the regulatory threshold, which in part explains the lower ROE than HDFCB.
Liability franchise continues to improve (56% CASA ratio for Q4) and a
reduced savings rate would curb cost of funds. We reiterate BUY but revise our
Mar’21 TP to Rs 1,450 (vs. Rs 1,875) as we cut FY21-FY22 EPS 17-25% on
slower growth ahead.
Click here for the full report.
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Covid-19 stalls recovery hopes
Weak dispatches in Q4FY20 due to BS-IV inventory liquidation and the March
lockdown saw aggregate FY20 volumes declining at record rates. We expect a
34% YoY drop in Q4 aggregate EBITDA for our auto coverage. Covid-19
restrictions and the subsequent economic impact will hurt discretionary demand
– we cut volume forecasts and reduce FY21/FY22 earnings 35-60% (20-29% exTTMT). Valuations post the sharp correction are close to the 10-year mean. Prefer
companies with strong balance sheet and FCF prospects. Top picks: MSIL, EIM.

Navin Matta | Nishant Chowhan, CFA
research@bobcaps.in

Yet another weak quarter: All auto OEMs reported soft dispatch volumes in
Q4FY20 due to (1) BS-IV inventory destocking ahead of emission norm change,
(2) slow ramp-up of BS-VI vehicle production for some OEMs due to component
shortage from Chinese suppliers post Covid-19-led plant closures, and (3) the
India lockdown which hit production/sales for 7-10 days. We expect our
coverage companies to report a 26% YoY decline in topline for Q4. Negative
operating leverage is likely to dent margins and drive a 34% YoY fall in EBITDA.

RECOMMENDATION SNAPSHOT

FY20 – a year to forget: Significant price hikes in two-wheelers and passenger
vehicles over the last 18 months in a weak macro climate, curtailed dispatches
ahead of BS-VI transition, and the lockdown impact in March have prompted a
slump in volumes across categories in FY20. MHCVs saw the largest decline at
42% YoY followed by 18% slippage in PV and 2W volumes. Market leaders in
each of these segments saw flat to slight improvement in market share in FY20.
Covid-19 clouds FY21 outlook: In addition to the production/sales impact
during the lockdown period, the economic fallout from the pandemic could hurt
discretionary consumption, at least for the next couple of quarters. Assuming
the lockdown is lifted in the next two weeks as scheduled, we build in a volume
decline in H1FY21 and a rebound from the second half. For FY21, we estimate
that volumes will slip 10%/7.5%/7.5% for the MHCV/PV/2W segments.
Maintain Maruti, Eicher as top picks: We cut FY21/FY22 earnings estimates
across our coverage by 35-60% (20-29% ex-Tata Motors) to reflect weak
volumes, and also pare our target P/E by 10% for most companies. Stocks have
corrected 25-60% in 2020 YTD, making valuations more palatable in some
cases (such as Mahindra & Mahindra: upgrade from ADD to BUY, and Ashok
Leyland: up from SELL to REDUCE). We prefer companies with robust netcash balance sheets and healthy FCF potential (Maruti & Eicher are top picks).
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RJio creates India profile for Facebook
Reliance Industries’ (RIL) deleveraging plans appears back on track with a 9.99%
stake sale in RJio to Facebook for US$ 5.8bn (valuing RJio at ~US$ 61bn). Key
highlights: (a) the deal values RJio at 8.7x FY22E EBITDA (Rs 780/sh vs. our
estimate of US$ 42bn or Rs 562/sh), (b) it entails partnership between WhatsApp,
JioMart and Retail for spearheading RIL’s new initiative to connect small merchants
and ‘kirana’ stores. We raise RIL’s SOTP value to Rs 1,550 (vs. Rs 1,500) on higher
value for RJio (partly neutralised by higher debt as Aramco deal could fall through).

Rohit Ahuja | Harleen Manglani
research@bobcaps.in

Facebook deal carries multiple synergies: (a) RJio: Access to ~400mn Jio
subscribers and Jio platforms could enhance the reach of Facebook’s various
apps; (b) Retail: JV between the JioMart platform and WhatsApp for
facilitating transactions with small merchants and grocery (‘kirana’) stores will
bolster RIL’s retail reach across the unorganised grocery space; (c) WhatsApp
Pay: Facebook’s attempt to launch WhatsApp Pay had faced regulatory
hurdles. Its JV with Reliance Retail could provide the much-needed boost for
potential transactions and help it grab market share from the likes of PayTM
and Google Pay.

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII
Source: NSE

STOCK PERFORMANCE
RIL

(Rs)

Maintain BUY: RIL’s deleveraging plans are back on track. But with the recent
crash in oil prices jeopardising the Aramco deal, we lower our debt reduction
estimates to US$ 6bn (from US$ 18bn), restricting the rise in our SOTP value.

KEY FINANCIALS
Y/E 31 Mar
Total revenue (Rs mn)

FY18A

FY19A

FY20E

FY21E

FY22E

4,082,650

5,810,200

5,268,941

3,996,719

4,186,967

EBITDA (Rs mn)

641,760

839,180

894,646

1,092,380

1,358,263

Adj. net profit (Rs mn)

352,869

398,370

422,150

508,442

729,607

Adj. EPS (Rs)

59.6

67.2

66.6

80.2

115.1

Adj. EPS growth (%)

17.4

12.8

(0.9)

20.4

43.5

Adj. ROAE (%)

12.7

11.7

10.4

11.3

14.3

Adj. P/E (x)

22.9

20.3

20.5

17.0

11.8

EV/EBITDA (x)

16.4

12.6

12.1

10.5

8.2

Source: Company, BOBCAPS Research
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Enhanced valuation benchmark for RJio: RJio’s rapid subscriber addition over
the last 3.5 years has now yielded dividends. Deal valuation at 8.7x FY22E
EBITDA optically appears well above our estimates as it clearly factors in strong
earnings growth potential from parallel offerings as well (ecommerce, media and
content, among others). We raise RJio’s valuation to match this transaction.

RIL IN/Rs 1,364
US$ 113.0bn
6,339mn
US$ 235.2mn
Rs 1,618/Rs 876
50%/24%/26%

Source: NSE
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BUY
KOTAK MAHINDRA
TP: Rs 1,450 |  26% BANK

| Banking

| 22 April 2020

Quality franchise; capital raising adds buffer – reiterate BUY
Kotak Mahindra Bank (KMB) has received board approval to raise ~Rs 75bn in
capital which will bolster CAR by ~300bps, reduce promoter stake to 29% and
build buffers against contingencies. KMB’s CAR has always been well above the
regulatory threshold, which in part explains the lower ROE than HDFCB. Liability
franchise continues to improve (56% CASA ratio for Q4) and a reduced savings
rate would curb cost of funds. We reiterate BUY but revise our Mar’21 TP to
Rs 1,450 (vs. Rs 1,875) as we cut FY21-FY22 EPS 17-25% on slower growth ahead.

Vikesh Mehta
research@bobcaps.in

Diluting 3.4% equity to raise Rs 74.8bn: KMB has received board approval to
raise equity capital by issuing up to 65mn shares, which entails dilution of 3.4%.
We believe this capital infusion exercise ticks multiple boxes – (1) it reduces
promoter stake to 29% from 30% currently. As per the bank’s agreement and
approval from RBI, promoter holding has to be pared to 26% by Aug’20;
(2) KMB is well capitalised with a 17.7% tier-1 ratio – this capital raise will add
~300bps to the tier-1 ratio and further strengthen the balance sheet in a
turbulent period; (3) part of the capital could be used to support subsidiaries.

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII

Maintain BUY: KMB fares well in terms of its capital position and liability
franchise. However, we reduce FY21-FY22 EPS by 17-25% to factor in slower
loan growth and increased credit costs despite solid underwriting standards,
given buildup of economic stress due to Covid-19. Maintain BUY.

Source: NSE

STOCK PERFORMANCE
KMB

(Rs)
1,730
1,550
1,370
1,190
1,010
830
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Top-notch liability franchise: The bank continues to do exceedingly well on the
liability front. Proforma numbers for Q4FY20 indicate that the CASA ratio
improved by 250bps QoQ to 56.2%, likely aided in part by the Yes Bank saga.
KMB also reduced the interest rate on savings deposits by up to 150bps in
Apr’20. This will lead to substantial savings for the bank and drive down its cost
of funds, thereby providing a cushion to margins.

KMB IN/Rs 1,152
US$ 28.8bn
1,910mn
US$ 92.7mn
Rs 1,740/Rs 1,001
30%/40%/30%

Source: NSE

IMPACT OF RS 74.8BN EQUITY
INFUSION IN KMB
Particulars

KEY FINANCIALS
Y/E 31 Mar

FY18A

FY19A

FY20E

FY21E

FY22E

Net interest income

95,317

112,590

133,737

149,552

170,423

Pre-issue

Post-issue

Tier-1 (%)

17.7

19.9

CAR (%)

18.2

20.5

572

572

30

29

NII growth (%)

1729.6

1812.1

1878.3

1182.5

1395.5

Shares held by promoter (#)

Adj. net profit (Rs mn)

40,619

42,571

63,009

65,310

75,983

Promoter holding (%)

EPS (Rs)

21.8

25.5

33.0

33.6

38.5

P/E (x)

52.8

45.2

34.9

34.2

29.9

P/BV (x)

5.9

5.2

4.5

3.7

3.3

ROA (%)

1.7

1.7

1.9

1.7

1.8

ROE (%)

12.5

12.2

13.9

11.8

11.6

Source: Company, BOBCAPS Research
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Source: Company, BOBCAPS Research | Our capital
adequacy calculations are based on net worth
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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 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Rating distribution
As of 31 March 2020, out of 91 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 20 have ADD ratings, 7 are
rated REDUCE, 9 are rated SELL and 1 is UNDER REVIEW. 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 I 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.
BOBCAPS’s 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.: INH000000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 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.
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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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