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BOB Economics Research | Monetary Policy Review
RBI signals banks to lend

Indraprastha Gas | Target: Rs 620 | +19% | BUY

Margins expand, volume growth stable

Lupin | Target: Rs 790 | + 9% | ADD
Weak result; healthy FY21 outlook

V-Mart Retail | Target: Rs 2,320 | -3% | REDUCE

Margins surprise positively

Greenpanel Industries | Target: Rs 64 | +22% | BUY

Strong performance marred by forex losses

Sun Pharma | Target: Rs 445 | +3% | REDUCE
Q3 atad lower — US (ex-Taro) ramp-up subdued; REDUCE

Eicher Motors | Target: Rs 25,000 | +23% | BUY

Steady operational performance

Hero MotoCorp | Target: Rs 2,540 | +5% | REDUCE
Decent Q3 but outlook challenging

PNC Infratech | Target: Rs 245 | +25% | BUY
Strong execution; order inflows holds key for growth beyond FY21

Cera Sanitaryware | Target: Rs 3,100 | +18% | BUY

Q3 marginally better than estimates

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 2,290
Future Suppl Buy 680
Greenply Industries Buy 210
Laurus Labs Buy 510
Ashok Leyland Sell 68

Source: BOBCAPS Research
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FIRST LIGHT

SUMMARY
India Economics: Monetary Policy Review

MPC members kept policy rate and stance unchanged and reiterated room for
further rate cuts. We expect next rate cut in Oct’20. More importantly, RBI
announced significant changes in its liquidity framework by withdrawing 1%
ceiling of banks to borrow from RBI and introduced LTRO:s. It also

incentivized banks to deduct auto, mortgage and MSME loans from CRR
computation and extended sops to commercial real estate projects (1-year
extension). We believe these measures are structurally positive and send signal
to banks to lend.

Click here for the full report.

Indraprastha Gas

Indraprastha Gas’ (IGL) Q3FY20 EBITDA was in line at Rs 3.9bn (+23% YoY,
Rs 6.4/scm). Volumes at 6.7mmscmd (+13.5% YoY) also met estimates as
CNG/PNG sales grew 9.2%/18.7% YoY. EBITDA margins at Rs 6.4/scm over
9MFY20 prompt us to revise our long-term estimates to ~Rs 7/scm (from

Rs 6/scm over five years), considering IGL’s margins still trend well below CGD

peers with a similar volume mix. Post estimate revision and rollover, we have a

new Mar'’21 DCF-based TP of Rs 620 (from Rs 455).

Click here for the full report.

Lupin

Lupin (LPC) reported a 40% miss on Q3 EBITDA while one-offs dented PAT
(incl. US$ 222mn Gavis impairment). Further, disclosures (ex-Kyowa) imply a
weaker EBITDA margin profile for the standalone business — ~200bps lower
than the 17% estimated for FY20 - driving a ~14% cut in our FY21/FY22 EPS.
Revenue was a 9% miss and adj. margin for Q3 was 12% (17.4% est.). LPCis
guiding for healthy operating leverage in FY21 starting Q4. Downside risk to
growth and reasonable valuations keep us at ADD; TP revised to Rs 790 (vs.

Rs 840).

Click here for the full report.
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FIRST LIGHT

V-Mart Retail

V-Mart Retail (VMART) reported below-expected Q3FY20 revenue growth
of 21% YoY to Rs 5.6bn, with SSSg of 1%. Management indicated that it is yet
to see green shoots of demand recovery but expects some uptick in the
medium term. Operating margins (adj. for Ind-AS 116) increased 105bps YoY
t0 16.8% vs. 15.3% expected, resulting in healthy EBITDA/PBT growth of
29%/27% YoY. We marginally raise FY20-FY22 PAT by 1-2% and roll over to
a Mar"21 target price of Rs 2,320 (vs. Rs 2,030). Maintain REDUCE.

Click here for the full report.

Greenpanel Industries

Greenpanel Industries’ (GREENP) Q3FY20 consolidated revenue grew 46%
YoY aided by an 85%/37% increase in the plywood/MDF segments. Operating
margins (ex-forex loss) expanded 350bps YoY to 15.3% on better plywood
margins and higher MDF utilisation. Management maintained FY20 guidance
of ~60% utilisation in MDF with ~17% margins. Plywood guidance is at ~Rs
2.2bn in revenues (earlier Rs 2bn) and 13% margins. We upgrade FY20-FY22
EPS by 9-43%, leading to a new Mar'21 TP of Rs 64 (vs. Rs 58).

Click here for the full report.

Sun Pharma

Sun Pharma (SUNP) reported a 6% EBITDA miss, largely driven by higher
other expense (up 8% QoQ) and despite better gross margins (up 110bps
QoQ) & lower R&D (6.4% of sales). The US ex-Taro sales miss was offset by
stronger India sales (+12.6% YoY). SUNP expects higher R&D cost in FY21

(but <9% of sales) due to trials for new indications (psoriatic arthritis) in llumya.

Global specialty sales rose 30% QoQ to US$ 118mn on increased contribution
from Absorica & Levulan. We retain FY21/FY22 EPS of Rs 23/Rs 26 and roll
toa TP of Rs 445 (vs. Rs 430).

Click here for the full report.

EQUITY RESEARCH

/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

07 February 2020


https://www.barodaetrade.com/reports/V-MartRetail-Q3FY20ResultReview6Feb20-Research.pdf
https://www.barodaetrade.com/reports/GreenpanelIndustries-Q3FY20ResultReview6Feb20-Research.pdf
https://www.barodaetrade.com/reports/SunPharma-Q3FY20ResultReview7Feb20-Research.pdf

FIRST LIGHT /&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Eicher Motors

Eicher Motors’ (EIM) consolidated Q3FY20 EBITDA at Rs 5.9bn (-14%
YoY) was in line with estimates. Royal Enfield’s (RE) performance was steady
despite the tough demand environment and its proactive efforts to transition to
BS-VI. Modest inventory and palatable BS-VI price hikes bode well for EIM
amid likely cyclical recovery from H2FY21. Transition to new emission norms
should aid market share gains for the VECV business given its edge as a long-
time supplier of Euro-VI engines to Volvo. Retain BUY.

Click here for the full report.

Hero MotoCorp

Hero Moto (HMCL) posted an operational beat in Q3FY20 led by healthy
gross margins. Current BS-1V inventory stands at five weeks. The company
plans to stop BS-1V production by mid-Feb and smoothly transition to BS-VI.
With a12-15% cost rise in price-sensitive segments, the near-term volume
outlook looks challenging. Inability to increase presence in scooters and exports

along with risk of 2W demand saturation over 5-10 years are structural

concerns for HMCL. Maintain REDUCE with a revised TP of Rs 2,540 (vs.
Rs 2,575).

Click here for the full report.

PNC Infratech

PNC Infratech’s (PNCL) Q3FY20 revenue grew 68% YoY. EBITDA margin
stood at 14.1% (13.8% est.), while PAT at Rs 771mn was up 63% YoY but below
our estimate of Rs 889mn due to higher interest cost. The Dec’19 order
backlog stood at Rs 107bn or 2.3x TTM revenues (incl. L1 projects). Gross debt
declined QoQ to Rs 3.5bn led by mobilisation advances and claim proceeds.
We trim FY20/FY21 earnings by 1%/3% and maintain BUY with an unchanged
Mar’21 TP of Rs 245.

Click here for the full report.
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Cera Sanitaryware

Cera Sanitaryware (CRS) reported a dull Q3FY20 with standalone revenue
growth of 1% YoY to Rs 3.2bn, as the sanitaryware segment declined ~11%.
Operating margins contracted 105bps Yo to 13.4% despite a 305bps drop in
other expense, as gross margins fell 375bps. EBITDA/PBT thus decreased
7%/13% YoY. Management expects the sanitaryware segment to return to

growth in FY21. We broadly maintain estimates and roll forward to a revised

Mar'21 TP of Rs 3,100 (earlier Rs 3,040).

Click here for the full report.
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INDIA ECONOMICS

MONETARY POLICY REVIEW

RBI signals banks to lend

MPC members kept policy rate and stance unchanged and reiterated room for
further rate cuts. We expect next rate cut in Oct’20. More importantly, RBI

announced significant changes in its liquidity framework by withdrawing 1%

ceiling of banks to borrow from RBI and introduced LTRO:s. It also incentivised

banks to deduct auto, mortgage and MSME loans from CRR computation and

extended sops to commercial real estate projects (1-year extension). We believe

these measures are structurally positive and send signal to banks to lend.

% da 3iim asler
Bank of Baroda
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06 February 2020

Sameer Narang
Dipanwita Mazumdar | Aditi Gupta

chief.economist(@bankofbaroda.com

Status quo by MPC: As expected MPC members kept policy rate and stance
unchanged as CPl inflation is at 7.4% versus RBI’s target of 4%. Given that
Q3FY20 CPl at 5.8% is higher than RBI’s Oct19 projection by 70bps, CPI
forecast for Q4 has been revised upwards to 6.5% from 3.7% and for H1FY21
the revised projection is 5.2% (3.9% earlier). While vegetable prices are easing,
milk and pulses are likely to sustain on the higher side. On an overall basis, rabi

sowing is higher by 9% which gives us optimism that food inflation will ebb.

Negative output gap: RBI expects GDP growth to recover to 6% in FY21 from
5% in FY20 on the back of 1) higher rabi sowing and better terms of trade for
agriculture, 2) improved transmission of earlier rate cuts, 3) government
spending on infrastructure, and 4) higher consumption after rationalisation of
personal income tax. However, the outbreak of coronavirus may impinge on
global demand and thus exports. Output gap remains negative and there is

room for 40bps rate cuts in 2020 as inflation falls, in our view.

Liquidity and credit policy changes: RBI announced significant changes in

liquidity framework and credit policy. On liquidity front, the ceiling of 1% of
NDTL has been withdrawn and now banks can borrow as much as they need
from RBI to on-lend. In addition, long term repos (LTROs) of Rs Ttn upto 3

years have been announced. This will inject durable liquidity at a low cost.

On the credit front, to incentivise lending to auto, residential real estate and

MSMEs, new loans up to Jul’20 will be deducted from NDTL for CRR purpose.

MSME loan restructuring has been extended. Medium enterprises will qualify
for external benchmark loans. For commercial real estate sector, a one year
extension has been given for date of completion. Overall, these measures are

signal to spur banks to lend to retail, MSME and real estate sectors.

ECONOMICS RESEARCH

KEY HIGHLIGHTS

= Inflation forecast for H1FY21 revised upward to

5.2 from 3.9% earlier.
= GDP growth to recover to 6% in FY21.

= Scope remains for further accommodation.
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BUY

LUERECPION RN BN |NDRAPRASTHA GAS | Oil & Gas | 06 February 2020

Margins expand, volume growth stable

Indraprastha Gas’ (IGL) Q3FY20 EBITDA was in line at Rs 3.9bn (+23% Rohit Ahuja | Harleen Manglani
YoY, Rs 6.4/scm). Volumes at 6.7mmscmd (+13.5% YoY) also met estimates research(@bobcaps.in

as CNG/PNG sales grew 9.2%/18.7% YoY. EBITDA margins at Rs 6.4/scm

over IMFY20 prompt us to revise our long-term estimates to ~Rs 7/scm

(from Rs 6/scm over five years), considering IGL’s margins still trend well

below CGD peers with a similar volume mix. Post estimate revision and

rollover, we have a new Mar'’21 DCF-based TP of Rs 620 (from Rs 455).

Volume growth remains robust: At 13.5% YoY in Q3, IGL’s volume growth is Ticker/Price IGLIN/Rs 522
trending well above its long-term average (~10%). Volumes continue to be Market cap US$ 5.1bn
driven by the CNG segment (+9% YoY) and could sustain as the company Shares ofs 700mn

ds CNG stati ional highways. PNG growth was fuelled b e 4 Jss o omn
expands stations on national highways. growtn was tuelled by 52wk high/low Rs 527/Rs 258
steady expansion in the industrial segment (+35Y0Y), while domestic volumes Promoter/EPIDII 45%/23%/32%

surged as well (+16%). Management expects to sustain >10% CAGR in volumes Source: NSE
over 2-3 years, mostly driven by CNG (~65 stations to be added annually).

Volume traction from new areas: Management stated that the annual capex STOCK PERFORMANCE
run-rate has been raised to ~Rs 11bn as the company’s CGD network has been (Rs) —IGL
expanded into new areas (~3mmscmd volume potential from geographical areas 228
(GA) in Uttar Pradesh — Meerut, Muzaffarnagar, Kanpur and Agra). 390
320
Margin expansion looks sustainable: Q3 EBITDA margins were in line at ?gg e R A
Rs 6.4/scm, but still trend below CGD peer MAHGL (Rs 10/scm in H1) and its 'i BEE®OO© % O—;&;% Q
w E2228

JV subsidiary MNGL (~Rs 9/scm in FY19). Sustained low spot LNG prices and

the cut in domestic gas prices from Oct’19 could help IGL sustain margins. We Source: NS

raise our long-term average margin estimates to Rs 7/scm from Rs 6/scm.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 45,921 57,648 66,502 78,858 92,813
EBITDA (Rs mn) 1144 12,570 15,936 17,91 20,484
Adj. net profit (Rs mn) 7,217 8,739 11,876 13,350 15,868
Adj. EPS (Rs) 10.3 12.5 17.0 19.1 227
Adj. EPS growth (%) 19.0 211 359 124 18.9
Adj. ROAE (%) 217 217 241 221 215
Adj. P/E () 50.7 4.8 30.8 27.4 23.0
EV/EBITDA (x) 323 28.6 22.6 201 17.3

Source: Company, BOBCAPS Research

EQUITY RESEARCH A
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TP: Rs 790 | A 9% LUPIN | Pharmaceuticals | 06 February 2020

Weak result; healthy FY21 outlook

Lupin (LPC) reported a 40% miss on Q3 EBITDA while one-offs dented PAT Vivek Kumar
(incl. US$ 222mn Gavis impairment). Further, disclosures (ex-Kyowa) imply a research(@bobcaps.in
weaker EBITDA margin profile for the standalone business — ~200bps lower than

the 17% estimated for FY20 - driving a ~14% cut in our FY21/FY22 EPS.

Revenue was a 9% miss and adj. margin for Q3 was 12% (17.47% est.). LPC is

guiding for healthy operating leverage in FY21 starting Q4. Downside risk to growth

and reasonable valuations keep us at ADD; TP revised to Rs 790 (vs. Rs 840).

Weak margins (ex-Kyowa) a negative surprise: Based on disclosures for the Ticker/Price LPC IN/Rs 722
quarter, we note that Kyowa had ~28% margins (Fig 1) - this implies underlying Market cap US$ 4.6bn
EBITDA margins of 14-15% for LPC in Q3FY19/Q2FY20 (includes licensing 2272; ‘\’js 3553?; -
income) and 12% in Q3FY20 (ad). for one-offs), which is weaker than anticipated. 52wk highlow N :84'/Rr:r(\>46

The underperformance is due to a higher other expense base. Also, Q3 saw a Promoter/FPI/DII  47%/25%/12%

revenue miss across most regions (US, APAC, EMEA, API). India grew 9% YoY. Source: NSE

Guiding for a better FY21: Management has guided for healthy operating

leverage, led by topline growth and cost control (flat R&D over FY20 and STOCK PERFORMANCE
marginal increase in SG&A). Most of this depends on the US (full-year impact of (Rs) ——LPC
Levo, inj. portfolio, Solosec, gProAir). LPC has reached half of the 20% target 1,530
share in Levo which should reflect from Q4. The company expects 15+ launches 113138
without assuming any site clearance (incl. Albuterol launch - approved in H1). 98?8

630 +——-"F-7+7--"+—"7F-"-"-—-"+—-"—"-""
Earnings call takeaways: (1) Solosec sales up 48% QoQ and prescriptions up DEDERRRRRR20Q
4%. (2) Expects to launch gEnbrel in Q1FY21in the EU. (3) One-offs in Q3: K 55}“5 iz g;%ng i §<%D§ ﬁ
Rs 7bn in tax, pretax gain of US$ 181mn on Kyowa divesture and Rs 400mn in Source: NSE

other expense. (4) Highest number of ANDAs pending from Nagpur site.
(5) Effective tax rate of 45% for FY20 and <40% for FY21. (6) Somerset and

Goa site reinspection in next few months.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 158,021 167,010 163,006 172,994 185,703
EBITDA (Rs mn) 31,453 27,020 25,035 30,205 33,881
Adj. net profit (Rs mn) 17,137 9,464 8,353 12,682 14,687
Adj. EPS (Rs) 379 20.9 18.5 28.0 325
Adj. EPS growth (%) (41.9) (44.8) m.7 51.8 15.8
Adj. ROAE (%) 12.6 6.9 6.2 9.5 10.4
Adj. P/E () 191 34.5 39.1 258 222
EV/EBITDA (x) 12.2 14.0 151 12.2 10.3

Source: Company, BOBCAPS Research

EQUITY RESEARCH A
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REDUCE

TP: Rs 2,320 | ¥ 3%

V-MART RETAIL | Retall

Margins surprise positively

V-Mart Retail (VMART) reported below-expected Q3FY20 revenue growth of
21% YoY to Rs 5.6bn, with SSSg of 1%. Management indicated that it is yet to
see green shoots of demand recovery but expects some uptick in the medium
term. Operating margins (adj. for Ind-AS 116) increased 105bps YoY to 16.87%
vs. 15.3% expected, resulting in healthy EBITDA/PBT growth of 29%/277% YoY.
We marginally raise FY20-FY22 PAT by 1-2% and roll over to a Mar'21 target
price of Rs 2,320 (vs. Rs 2,030). Maintain REDUCE.

2} BOBCAPS

TRUST | INNOVATION | EXCELLENCE

\ 06 February 2020

Arun Baid
research(@bobcaps.in

Below-expected revenue growth: \VMART reported revenue growth of 21%
YoY with same-store sales growth of 1% (volume SSSg down 3%). Revenue
growth was aided by area addition of ~24% YoY whereas SSSg was hit by tepid
market conditions during festivals and delayed onset of winter. Management
intends to continue adding ~25% more area every year in light of the large

market opportunity and is hopeful of recovery in SSSg in the medium term.

Margins up 100bps: VMART’s operating margins (adj. for Ind-AS 116) rose
105bps YoY to 16.8% primarily due to lower raw material prices (=78bps YoY)
and employee expenses (-22bps YoY). Consequently, EBITDA/PBT grew
29%/27% YoY. Gross margins at 36.3% were the highest in any quarter since
listing as the company sold higher inventory at full price and reduced
promotions and offers during the period. Management indicated that due to

lower SSSg in FY20, the company would end the year with 8-9% margins.

Maintain REDUCE: We marginally raise FY20-FY22 PAT estimates by 1-2%
and roll to a Mar’21 TP of Rs 2,320. We like VMART for its strong growth
potential but see near-term demand headwinds. Valuations at 30.9x FY22E P/E

offer limited upside and we would look for a better entry point into the stock.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 12,224 14,337 17,605 22,032 27,763
EBITDA (Rs mn) 1,332 1,336 1,492 1,894 2,394
Adj. net profit (Rs mn) 768 724 866 1,109 1,400
Adj. EPS (Rs) 424 399 47.8 612 77.2
Adj. EPS growth (%) 101.0 (5.8) 19.7 281 26.3
Adj. ROAE (%) 249 191 19.2 20.4 211
Adj. P/E () 56.4 59.9 50.0 39.1 309
EV/EBITDA (x) 323 321 287 226 17.8

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price VMART IN/Rs 2,389
Market cap US$ 608.5mn
Shares o/s 18mn
3M ADV US$ 0.8mn
52wk high/low Rs 2,864/Rs 1,604
Promoter/FPI/DIl  52%/26%/22%
Source: NSE
STOCK PERFORMANCE
(Rs) e \/MART
3,250
2,710
2170
1,630
1,090
550 ¥4———F—"F—"—"F—"—"—"-""
EEDREOON0NXR O
et L L oL L

Source: NSE
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TP: Rs 64 | A 22% INDUSTRIES ‘ Construction Materials ‘ 06 February 2020

Strong performance marred by forex losses

Greenpanel Industries’ (GREENP) Q3FY20 consolidated revenue grew 467% Arun Baid

YoY aided by an 85%/37% increase in the plywood/MDF segments. Operating research(@bobcaps.in
margins (ex-forex loss) expanded 350bps YoY to 15.3% on better plywood

margins and higher MDF utilisation. Management maintained FY20 guidance

of ~607% utilisation in MDF with ~17% margins. Plywood guidance is at

~Rs 2.2bn in revenues (earlier Rs 2bn) and 13% margins. We upgrade FY20-

FY22 EPS by 9-43%, leading to a new Mar'21 TP of Rs 64 (vs. Rs 58).

Strong revenue growth: GREENP’s revenue grew 46% YoY to Rs 2.4bn in Q3, Ticker/Price GREENP IN/Rs 52
with MDF/plywood up 85%/37%. In the MDF business, volumes grew 47% Market cap US$ 90.3mn
YoY on better utilisation of new capacity while realisations fell 8% partly due to Shares ofs 123mn
high ts and trial-producti les. In pl d, vol ' d 3MADV US$ 0.1mn

igher exports and some trial-production sales. In plywood, volumes increase uk hightlow R 1/Re 28
58.5% YoY off a low base and realisations rose 13.5% due to a better product Promotar/EPIUDI S2%/1%/37%

mix. Management has guided for MDF utilisation of ~78% in FY21 (vs. ~60% in Source: NSE
FY20), with exports to form 31-32% of MDF volumes.

Margins swell 350bps YoY: EBITDA margins (ex-forex loss) expanded 350bps STOCK PERFORMANCE

YoY (-30bps QoQ) to 15.3% aided by higher plywood profitability and better (Rs) ——— GREENP
MDF plant utilisation. MDF margins contracted 420bps YoY to 17.2% due to 28

higher exports (24% vs. 14% YoY) which have lower margins and also price cuts 40

taken earlier. Plywood margins rose ~190bps YoY to 11.5% on a better mix and 28 |

higher volumes. Management has guided for 18%/13% MDF/plywood margins
in FY21. Unhedged euro exposure led to an MTM loss of Rs 118mn in Q3.

23-Oct-19
07-Nov-19 A
22-Nov-19
07-Dec-19
22-Dec-19 A
06-Jan-20 -
21-Jan-20 -
06-Feb-20 -

Maintain BUY: We raise FY20-FY22 EBITDA estimates by 2-7% post the Q3 Source: NSE
beat. The PAT upgrade is higher at 9-43% due to a lower base. We continue to

like GREENP for its strong growth prospects, debt reduction and improving
return ratios. Maintain BUY with a revised TP of Rs 64 (13x forward P/E).

KEY FINANCIALS

Y/E 31 Mar FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 5,991 8,447 9,884 11,225
EBITDA (Rs mn) 774 1,279 1,558 1,823
Adj. net profit (Rs mn) 228 161 382 599
Adj. EPS (Rs) 1.9 13 31 49
Adj. EPS growth (%) NA (29.2) 137.0 56.7
Adj. ROAE (%) 7.1 25 5.6 8.2
Adj. P/E () 282 399 16.8 10.7
EV/EBITDA (x) NA 7.2 7.6 6.1

Source: Company, BOBCAPS Research

EQUITY RESEARCH A
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REDUCE

TP: Rs 445 | A 3%

SUN PHARMA

Q3 a tad lower — US (ex-Taro) ramp-up subdued; REDUCE

Sun Pharma (SUNP) reported a 67% EBITDA miss, largely driven by higher other

expense (up 8% QoQ) and despite better gross margins (up 110bps QoQ) & lower

R&D (6.47% of sales). The US ex-Taro sales miss was offset by stronger India sales
(+12.6% YoY). SUNP expects higher R&D cost in FY21 (but <9% of sales) due to

trials for new indications (psoriatic arthritis) in llumya. Global specialty sales rose

30% QoQ to US$ 118mn on increased contribution from Absorica & Levulan. We

retain FY21/FY22 EPS of Rs 23/Rs 26 and roll to a TP of Rs 445 (vs. Rs 430).

\ Pharmaceuticals
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Higher opex sets off gross margin gains: Promotion spends on the specialty
business largely shaved off benefits from better gross margins (healthy India
business), leading to 20.4% EBITDA margins (70bps miss) for Q3. However,
SUNP’s ex-Taro margins improved marginally by 5Obps QoQ to 17.6%
following better seasonality and Cequa launch, in our view. Given challenges in

the generics market, SUNP will continue to focus on cost control across

businesses. Also, it now expects to spend <8% on R&D for FY20 (6.1% in 9M).

India strong, US ex-Taro falls short: US sales ex-Taro increased by US$ 25mn
QoQ), slightly lower than expected. SUNP commented that this was led by
higher contribution from seasonal products (Absorica, Levulan), followed by
llumya/Cequa stocking. India/ROW grew 13%/6% YoY. The company is
evaluating DTC promotion on Cequa to reach a fair share of the market.

Management stated that the US generic market remains competitive.

Other takeaways: (1) Specialty R&D spend was US$ 18mn ($26mn in H1).
(2) Net debt ex-Taro stood at US$ 410mn. (3) Some of the complex generic
filings have seen progress with the FDA review. (4) SUNP has already

responded to the SEBI forensic audit and no fresh query has been raised so far.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 260,680 286,906 325,880 359,740 400,315
EBITDA (Rs mn) 55,630 60,746 73,200 82,929 91,855
Adj. net profit (Rs mn) 33,666 36,484 47,500 55,534 62,602
Adj. EPS (Rs) 14.0 15.2 19.8 231 26.1
Adj. EPS growth (%) (50.7) 8.4 30.2 16.9 12.7
Adj. ROAE (%) 8.1 84 101 10.8 1
Adj. P/E () 30.7 28.3 218 18.6 16.5
EV/EBITDA (x) 17.2 15.7 13.3 n.6 10.0

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price SUNP IN/Rs 431
Market cap US$14.5bn
Shares o/s 2,399mn

3M ADV US$33.2mn
52wk high/low Rs 484/Rs 345

Promoter/FPI/DIl  54%/17%/16%

Source: NSE

STOCK PERFORMANCE
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BUY

TP: Rs 25,000 | A 23%

EICHER MOTORS

Steady operational performance

Eicher Motors’ (EIM) consolidated Q3FY20 EBITDA at Rs 5.9bn (-147%
YoY) was in line with estimates. Royal Enfield’s (RE) performance was steady
despite the tough demand environment and its proactive efforts to transition
to BS-VI. Modest inventory and palatable BS-VI price hikes bode well for
EIM amid likely cyclical recovery from H2FY21. Transition to new emission
norms should aid market share gains for the VECV business given its edge as a

long-time supplier of Euro-VI engines to Volvo. Retain BUY.

\ Auto Components

/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

07 February 2020

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

Steady Q3: Standalone topline inched up 1% YoY as a 6% drop in volumes was
offset by a 7% rise in ASP. EBITDA at Rs 5.95bn (-14% YoY) was largely in
line with estimates. RE’s Q3 performance partly assuages concerns over the

adverse effect of low-priced models on margins. VECV was weak but met our

subdued expectations, with topline/EBITDA/PAT down 23%/28%/61% YoY.

Focus on volumes and EBITDA/vehicle: RE has been proactive in BS-VI
transition efforts which has helped it bring down BS-1V inventory to ~10days;
overall inventory stands at two weeks. The company is rapidly expanding its
studio store count from 500 stores as at end-Q3 to 750 stores by end-FY20.
Attractive pricing of de-contented models has aided higher footfalls and led to
a positive rub-off effect on the balance portfolio. RE reckons that the BS-VI
led price hike has been accepted by customers and with pass-through of cost

on a portfolio basis, the focus is on maintaining steady EBITDA/vehicle.

Maintain BUY: EIM remains our top pick in the auto space given its long
runway for growth. We retain our estimates and SOTP-based TP of Rs 25,000
based on Rs 23,500 for RE (24x FY22E P/E) and Rs 1,500 for VECV.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 89,650 97,971 96,026 12,737 127,776
EBITDA (Rs mn) 28,076 29,031 23,957 27,194 31,591
Adj. net profit (Rs mn) 21,797 22,203 20,816 23,372 27,868
Adj. EPS (Rs) 799.6 813.9 7631 856.7 1,021.6
Adj. EPS growth (%) 27.0 1.8 (6.2) 12.3 19.2
Adj. ROAE (%) 31.0 249 19.6 18.7 18.9
Adj. P/E () 255 251 26.7 23.8 20.0
EV/EBITDA (x) 18.9 17.8 21.0 181 15.2

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price EIMIN/Rs 20,391
Market cap US$ 7.8bn
Shares o/s 27mn
3MADV US$ 42.6mn
52wk high/low Rs 23,450/Rs 15,200
Promoter/FPI/DIl  49%/32%17%
Source: NSE
STOCK PERFORMANCE
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REDUCE

TP: Rs 2,540 | A 5% HERO MOTOCORP | Automobiles - 07 February 2020

Decent Q3 but outlook challenging

Hero Moto (HMCL) posted an operational beat in Q3FY20 led by healthy Navin Matta | Nishant Chowhan, CFA
gross margins. Current BS-IV inventory stands at five weeks. The company research(@bobcaps.in
plans to stop BS-1V production by mid-Feb and smoothly transition to BS-VI.

With a 12-15% cost rise in price-sensitive segments, the near-term volume

outlook looks challenging. Inability to increase presence in scooters and exports

along with risk of 2W demand saturation over 5-10 years are structural concerns

for HMCL. Maintain REDUCE with a revised TP of Rs 2,540 (vs. Rs 2,575).

Margins ahead of estimates: Q3 revenues were in line with estimates at Ticker/Price HMCL IN/Rs 2,411
Rs 69.9bn (~11% YoY). Gross margins surprised positively with 110bps QoQ Market cap US$ 6.8bn
improvement led by a lagged impact from benign commaodity costs and Shares ofs 200mn

3M ADV US$ 27.0mn

HMCL’s cost-cutting efforts. EBITDA at Rs 10.4bn (6% YoY) beat estimates 52wk hightlow Rs 3.023/Rs 2,226
by "‘6%, aided by SObpS YOY/30bPS QOQ margin expansion to 14.8%. A lower Promoter/FPI/DIl  35%/36%/18%

tax rate supported adj. PAT growth of ~15% YoY. Source: NSE

Tepid volume and margin outlook: HMCL hopes that good monsoons and

higher finance penetration will partly mitigate demand headwinds. However, STOCK PERFORMANCE

with a 12-15% cost rise across its models on account of BS-V/ transition, the (Rs) —— HMCL

demand outlook appears bleak given a bulk of its volumes come from price- 4,090

sensitive segments. Competitive intensity is likely to remain elevated with 33758

players such as Bajaj Auto adopting electronic injection systems (similar to e- ;2;8

carb) to enhance market share in lower-end segments. Limited pricing power 2140 4 . .

and cost push from BS-VI transition are likely to dent margins. 'i iif f Q;Ofo% % Cic*;% &
L2282 282427

Maintain REDUCE: Current valuations at 15x FY21E EPS are at -1 SD of the Source: NSE
five-year average. We trim our FY20-FY22 estimates by 1-2% as volume cuts
offset higher margin assumption. We bake in a 6% earnings CAGR over FY20-

FY22 - underwhelming after two years of decline.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 322,305 336,505 305,212 345,898 371,622
EBITDA (Rs mn) 52,802 49,301 44,551 43,622 48,972
Adj. net profit (Rs mn) 36,974 33,849 32,352 32,380 36,285
Adj. EPS (Rs) 185.1 169.5 162.0 162.1 1817
Adj. EPS growth (%) 9.5 (8.5) 4.4) 0.1 121
Adj. ROAE (%) 31.4 26.3 218 20.3 21.0
Adj. P/E () 13.0 14.2 14.9 14.9 133
EV/EBITDA (x) 83 8.6 9.6 9.9 87

Source: Company, BOBCAPS Research

EQUITY RESEARCH A
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BUY

TP: Rs 245 | A 25% PNC INFRATECH | Infrastructure

Strong execution; order inflows holds key for growth beyond FY21

PNC Infratech’s (PNCL) Q3FY20 revenue grew 68% YoY. EBITDA margin
stood at 14.1% (13.8% est.), while PAT at Rs 771mn was up 63% YoY but below
our estimate of Rs 889mn due to higher interest cost. The Dec’19 order
backlog stood at Rs 107bn or 2.3x TTM revenues (incl. L1 projects). Gross
debt declined QoQ to Rs 3.5bn led by mobilisation advances and claim
proceeds. We trim FY20/FY21 earnings by 1%/3% and maintain BUY with an
unchanged Mar'21 TP of Rs 245.

2} BOBCAPS
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\ 07 February 2020

Jiten Rushi
research(@bobcaps.in

Healthy pace of execution: Revenue grew 68% YoY to Rs 12.2bn (Rs 12.9bn
est.) as execution picked up pace on the HAM projects of Aligarh- Kanpur/
Jhansi Pkg | and the Mumbai-Nagpur Expressway/Purvanchal Expressway EPC
contracts. We expect a revenue CAGR of 28% over FY19-FY22, with
management guiding for 60%/20% growth in FY20/FY21.

Margin beat: A favourable revenue mix aided EBITDA margins of 14.1% in Q3
vs. 13.8% estimated. Employee cost saw a sharp rise of 55% YoY/46% QoQ to
Rs 853mn due to payment of arrears for 11 months on account of wage
revision. Interest cost also grew sharply by 114% YoY/62% QoQ to Rs 401mn

due to interest on mobilisation advances.

Leverage at comfortable levels: | ed by receipt of mobilisation advances and
proceeds from claims, PNCL’s gross debt position improved to Rs 3.5bn as on
Dec’9 vs. Rs 3.8bn as on Sep™9 (net cash position of Rs 900mn with cash &
bank balance at Rs 4.4bn). Management has guided for gross debt of

~Rs 3.9bn as on Mar'’20 (Rs 3.7bn as on Mar’19).

Maintain BUY: We downgrade our FY20/FY21 EPS estimates by 1%/3% (no
material change for FY22) to factor in higher interest cost and taxes. Our
Mar'21 SOTP-based TP remains at Rs 245.

KEY FINANCIALS (STANDALONE)

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 17,983 30,716 50,147 61,309 64,378
EBITDA (Rs mn) 2,606 4,320 6,918 8,471 8,892
Adj. net profit (Rs mn) 1,604 2,326 3,400 4,275 4,552
Adj. EPS (Rs) 6.3 91 133 16.7 17.7
Adj. EPS growth (%) (13.0) 45.0 46.2 258 6.5
Adj. ROAE (%) 9.5 1.9 14.4 15.2 14.1
Adj. P/E () 313 21.6 14.8 n7z 1.0
EV/EBITDA (x) 19.3 1.8 73 6.2 6.2

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price PNCL IN/Rs 196
Market cap US$705.4mn
Shares o/s 257mn

3M ADV US$ 0.8mn

52wk high/low Rs 219/Rs 126
Promoter/FPI/DIl  56%/6%/21%

Source: NSE
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BUY

TP:Rs 3,100 | A18% CERA SANITARYWARE ‘ Construction Materials ‘ 06 February 2020

Q3 marginally better than estimates

Cera Sanitaryware (CRS) reported a dull Q3FY20 with standalone revenue Arun Baid
growth of 1% YoY to Rs 3.2bn, as the sanitaryware segment declined ~11%. research(@bobcaps.in
Operating margins contracted 105bps YoY to 13.4% despite a 305bps drop in

other expense, as gross margins fell 375bps. EBITDA/PBT thus decreased

7%113% YoY. Management expects the sanitaryware segment to return to

growth in FY21. We broadly maintain estimates and roll forward to a revised

Mar'21 TP of Rs 3,100 (earlier Rs 3,040).

Flattish revenue growth due to decline in sanitaryware segment: CRS Ticker/Price CRS IN/Rs 2,626
reported a 1% YoY increase in standalone revenue to Rs 3.2bn in Q3. The Market cap US$ 479.4mn
sanitaryware segment fell 11% YoY whereas faucets/tiles grew 8.5%/22% YoY. Shares ofs 13mn
A ‘ ¢ d ined b lacklust 3MADV US$ 0.2mn

s per management, revenue performance was undermined by a lacklustre 52wk hightlow Rs 3.195/Rs 2144
demand climate. Management believes the sanitaryware segment will return to Promoter/EPI/DIl  54%/8%/38%

growth in FY21 due to the new SKU launches, demand from affordable housing Source: NSE
and improving liquidity.

Weak product mix takes a toll on margins: CRS’s standalone operating margins STOCK PERFORMANCE

declined 105bps YoY to 13.4% due to lower gross margins (-375bps YoY) and (Rs) ——CRS

higher employee expenses (+37bps YoY), which were only partly offset by 3,800

lower other expenditure (~305bps YoY) - this caused EBITDA/PBT to 33?88

contract 7%/13% YoY. Gross margin slippage stemmed from an adverse 22238

product mix, marked by a reduced share of high-margin sanitaryware products 2050 b0

in the quarter (46% vs. 52% YoY). Other expenditure declined YoY aided by " 'itm'f f %%ﬂ% % Cic*;% &
E22282282428

lower sales & marketing expenses.

Source: NSE

Maintain BUY: Q3 was marginally better than expected. We broadly maintain
estimates and roll to a revised Mar'’21 TP of Rs 3,100 (earlier Rs 3,040), set at
an unchanged 26x one-year forward P/E.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Total revenue (Rs mn) 1,776 13,444 13,451 14,798 16,419
EBITDA (Rs mn) 1,699 1,917 1,816 2,057 2,315
Adj. net profit (Rs mn) 970 1,010 1,162 1,352 1,548
Adj. EPS (Rs) 74.6 77.7 89.3 103.9 191
Adj. EPS growth (%) 0.9 4.1 15.0 16.4 14.5
Adj. ROAE (%) 17.2 15.5 15.5 15.9 16.0
Adj. P/E () 352 33.8 29.4 253 221
EV/EBITDA (x) 20.0 17.6 184 16.3 14.5

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.
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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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