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Mid-cap ideas – Balkrishna Industries replaced by Alkem Labs
(see Corporate tax cut – bonanza for healthcare services)

Midcaps

Company

Tax cut benefits capped by demand headwinds

Mahindra Logistics | Target: Rs 525 | +41% | BUY
Meeting takeaways: Reiterates growth plan; technology to the fore

SUMMARY

Banking
The corporate tax cut provides much needed cheer for banks under our
coverage – we raise FY21-FY22 earnings by 2-14% and ROE estimates by
30-220bps, but believe the near-term impact is already in the price. Also, the
sustainability of higher ROE is debatable as banks may concede some of the
gains to spur loan growth. Corporate banks such as AXSB and ICICIBC could
also witness a one-time hit on EPS upon DTA reversal. We retain ICICIBC as
our top pick and upgrade HDFCB to BUY.
Click here for the full report.
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FIRST LIGHT

Midcaps
We upgrade FY20 earnings by 2-11% for midcap companies under our
coverage post the recent corporate tax cut. Top gainers include SI (11%),
FNXP (10%), VMART (10%) and PIDI (9%). Our estimates are adjusted for
pass-along of partial benefits to customers as companies look to perk up
stagnating demand and deliver on growth targets, especially in the highcompetition tile, plywood, PVC pipe and retail segments. GIL and CRS remain
our preferred picks in the midcap space.
Click here for the full report.

Mahindra Logistics
We interacted with Mahindra Logistics’ (MLL) CEO designate Rampraveen
Swaminathan who will assume the role of CEO from Oct 1. Key highlights:
(1) growth strategy unchanged, (2) technology push underway, and (3) thrust
on building sustainable revenue streams.
Click here for the full report.

Banking: Credit Tracker
RBI data shows that credit and deposit growth for the fortnight ended
13 September were both weak at 10% YoY. Credit growth has been moderating
over the past few quarters due to anaemic corporate demand, sluggish lending
to NBFCs and a slowdown in unsecured retail credit. Investment growth was
bleak at ~3% YoY while SLR held at ~26%. Loan growth is expected to remain
elusive in FY20 despite the shift in pricing power to banks from NBFCs.
Click here for the full report.
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Tax cut to bolster earnings
The corporate tax cut provides much needed cheer for banks under our coverage
– we raise FY21-FY22 earnings by 2-14% and ROE estimates by 30-220bps,
but believe the near-term impact is already in the price. Also, the sustainability
of higher ROE is debatable as banks may concede some of the gains to spur
loan growth. Corporate banks such as AXSB and ICICIBC could also witness a
one-time hit on EPS upon DTA reversal. We retain ICICIBC as our top pick and
upgrade HDFCB to BUY.

Vikesh Mehta
research@bobcaps.in

Near-term impact of tax cut priced in: The government has reduced the
marginal/effective tax rate to 22%/25.6% vs. 30%/34.9% earlier. We see banks
that operated near the marginal tax rate, especially retail players such as HDFC
Bank (HDFCB) and IndusInd Bank (IIB), benefiting the most from this
reduction. However, the rally in financial stocks after the tax announcement
last week appears to have priced in most of the near-term benefits.

KEY RECOMMENDATIONS

Premature to gauge sustainable ROE uplift: We do see a positive impact on
financials of banks under our coverage as the tax cut drives a 2-14% increase in
EPS and a 30-220bps spike in our ROE estimates for FY21-FY22. But the odds
of long-term sustainable improvement in ROE are debatable. In our view, the tax
cut may lead to pickup in economic activity, but this will only come with a lag
given that most capex-heavy sectors are either facing financial stress or deficient
demand. Further, banks may pass on some of the tax benefit to spur loan growth,
which could claw back much of the ROE improvement over the long run.
DTA reversal to hurt FY20 earnings: Banks, especially corporate players such as
Axis (AXSB) and ICICI Bank (ICICIBC), that faced NPA woes over the past few
years have large outstanding deferred tax assets (DTA) on their balance sheets.
DTA was created due to the write-off policy on bad loans, assuming a marginal
tax rate of ~34%. Rebasing to the new level of ~26% may result in a one-time
hit for banks as the markdown impact will pass through the P&L in FY20.
Upgrade HDFCB to BUY; retain ICICIBC as top pick: HDFCB, IIB and
AXSB have the biggest ROE upsides of banks under our coverage. We roll our
target prices over to Sep’20 and upgrade HDFCB from ADD to BUY.
However, we retain ICICIBC as our top pick given receding asset quality pangs,
normalising credit costs and reviving loan growth.
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Tax cut benefits capped by demand headwinds
We upgrade FY20 earnings by 2-11% for midcap companies under our
coverage post the recent corporate tax cut. Top gainers include SI (11%),
FNXP (10%), VMART (10%) and PIDI (9%). Our estimates are adjusted for
pass-along of partial benefits to customers as companies look to perk up
stagnating demand and deliver on growth targets, especially in the highcompetition tile, plywood, PVC pipe and retail segments. GIL and CRS
remain our preferred picks in the midcap space.

Arun Baid
research@bobcaps.in

Earnings upgrade of 2-11%: Following the government announcement slashing
corporate tax rates from 34.9% to 25.6% (incl. surcharge), we upgrade
earnings estimates for midcap companies under our coverage by 2-11% from
FY20. Supreme Infra (SI, 11%), Finolex Industries (FNXP, 10%), V-Mart
(V-MART, 10%) and Pidilite Industries (PIDI, 9%) will see the biggest upsides.
Century Ply sees no change as it was already at a low tax rate.

KEY RECOMMENDATIONS

Upgrades not commensurate with rate cuts: We do not expect the entire tax
benefit to percolate to earnings, as our coverage companies likely pass along a
portion of the benefit to the distribution chain/consumers and also plough
some into added promotion or branding activity to revive demand. Per our
industry interactions, this trend is likely to be more pronounced in segments
facing high competition such as tiles, plywood, PVC pipes and retail, as also in
companies with higher B2B sales.
Target price changes across the board, ratings maintained: We raise target
prices across our midcap universe to bake in the tax impact, but leave ratings
unchanged. We also cut our target multiple on Somany Ceramics to 15x (~25%
discount to five-year average fwd P/E) due to recent lapses in systems and
processes accompanied by continued demand headwinds, but retain BUY on
cheap valuations.
Greenply and Cera top picks: Greenply Industries (GIL, TP: Rs 200, BUY) and
Cera Sanitaryware (CRS, TP: Rs 3,135, BUY) are our preferred picks in the
midcap space despite the tepid near-term demand environment, due to their
strong balance sheets and reasonable valuations.
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MAHINDRA LOGISTICS
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Meeting takeaways: Reiterates growth plan; technology to the fore
We interacted with Mahindra Logistics’ (MLL) CEO designate Rampraveen
Swaminathan who will assume the role of CEO from Oct 1. Key highlights:
(1) growth strategy unchanged, (2) technology push underway, and
(3) thrust on building sustainable revenue streams.


Swaminathan has over two decades of experience in B2B businesses across
auto, capital goods and paper, spanning large corporate names and both
domestic and international operations.



MLL’s growth strategy will remain focused on growing non-Mahindra
business, warehousing- and distribution logistics-led growth, and
maintaining an asset-light business model.



Management believes existing businesses – 3PL, shared mobility and
freight forwarding – have healthy growth potential. Consolidating its
position in these businesses remains a key short-term priority.







Technology will play a key role in helping the company deliver more
efficient and newer services to customers. Leveraging technology, MLL
aims to (1) augment network optimisation in transportation; (2) integrate
warehousing systems and secondary distribution; and (3) drive fleet,
network and roster optimisation in the shared mobility/PTS segment.
In the non-Mahindra auto segment, inbound and in-factory logistics offer
vast potential. At present, MLL has only three clients that avail of in-factory
logistics services, which indicates headroom for growth. Management
expects to add auto component clients, a focus area, once demand improves.
Consumer and pharma companies are gradually transitioning to 3PL, led by
MNCs. Wallet share gain and client addition has led to 20%+ YoY growth
in this vertical for the company in Q1FY20. In e-commerce vertical, MLL
is striving to raise share in customer’s logistics spend. It recently added
Asian Paints to its client roster.

Sayan Das Sharma
research@bobcaps.in

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

MAHLOG IN/Rs 372
US$ 375.0mn
71mn
US$ 0.4mn
Rs 578/Rs 324
59%/10%/13%

Source: NSE

KEY FINANCIALS
Y/E 31 Mar

FY20E FY21E FY22E

Total revenue (Rs mn) 38,957 44,392 51,380
EBITDA (Rs mn)
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Adj. net profit (Rs mn)
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Our view: Near-term growth obstacles notwithstanding, we remain positive
on MLL’s long-term prospects. Reiterate BUY with a Jun’20 TP of Rs 525.
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Management is optimistic about festive season demand and a growth
uptrend in H2FY20.
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Source: NSE
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Business momentum remains sluggish
Vikesh Mehta
research@bobcaps.in

RBI data shows that credit and deposit growth for the fortnight ended
13 September were both weak at 10% YoY. Credit growth has been
moderating over the past few quarters due to anaemic corporate demand,
sluggish lending to NBFCs and a slowdown in unsecured retail credit.
Investment growth was bleak at ~3% YoY while SLR held at ~26%. Loan
growth is expected to remain elusive in FY20 despite the shift in pricing
power to banks from NBFCs.
Deposit growth remains at 10%: Deposit growth for the fortnight ended
13 September held at 10% YoY, in keeping with the trend seen over the past
couple of quarters. Deposit growth continues to lag credit growth which we
believe has lent banks an opportunity to marginally lower their term deposit
rates over the last few months. In absolute terms, deposits declined by Rs 0.6tn
FoF to Rs 127tn.
Credit growth remains subdued: As per RBI data, credit growth for the
fortnight ended 13 September grew 10% YoY. In absolute terms, credit offtake
grew by Rs 0.2tn FoF to Rs 97tn. RBI data on sectoral deployment of credit
for Jul’19 suggests that while corporate loan growth was low at 6.1% YoY, it is
showing gradual signs of revival. Retail loan growth at 17% YoY for Jul’19 has
reduced by ~200bps from its recent peak in Apr’18 given slower growth in
unsecured retail credit products such as credit cards.
Expect sub-15% loan growth in FY20: We do not expect any material
improvement in credit growth for FY20. However, market share gains by
private banks are likely to continue.
FIG 1 – CREDIT AND DEPOSIT GROWTH IN BANKING SYSTEM
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KEY DATA
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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 August 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 14 are rated ADD, 7 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 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, wealth management and portfolio 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
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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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