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SUMMARY

HCL Technologies
A strong revenue beat (+4.2% QoQ CC vs. +1.8% est.) but below-expected
margins rounded off an in-line operating performance from HCL Tech (HCLT)
for the Jun’19 quarter. Management’s robust FY20 outlook is intact at 14-16%
CC growth, albeit now baking in stronger organic revenues. In our view,
valuations at 13.7x/12.1x FY20E/FY21E P/E are attractive, carrying 20%
upside at our revised Jun’20 TP of Rs 1,230 (vs. Rs 1,260). Upgrade from
ADD to BUY.
Click here for the full report.
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FIRST LIGHT

Pidilite Industries
Pidilite Industries (PIDI) reported in-line consolidated Q1FY20 revenue
growth of 10% YoY, aided by a 6% rise in consumer & bazaar (CBP) volumes.
A 120bps increase in operating margins to 22% drove EBITDA/PAT growth of
16%/23% YoY. Management expects margins to remain favourable in light of
benign RM prices, but indicated that demand conditions are challenging. We
find valuations expensive at 48x FY21E P/E and thus downgrade the stock to
SELL from REDUCE. Rolling forward, we have a new Jun’20 TP of Rs 1,120
(vs. Rs 1,080).
Click here for the full report.

India Economics: Monetary Policy Review
RBI surprised with a 35bps reduction in policy rates (4-2 vote) while
maintaining an accommodative stance. Two MPC members voted for 25bps
change. RBI has indicated room to further cut rates as it looks at closing the
negative output gap. While RBI expects growth at 6.9% in FY20 (6.8% in
FY19), recent indicators suggest growth will be lower. Thus RBI will be in a
position to cut repo rate further by 40bps in the financial year to support
growth as inflation outlook remains favourable.
Click here for the full report.

Mayur Uniquoters
Mayur Uniquoters’ (MUNI) Q1FY20 standalone revenue decreased 9% YoY
as a sharp slowdown in footwear and auto sector demand saw volumes drop 9%.
Standalone operating margins plummeted 710bps YoY to 19.6% due to higher
RM cost and other expenses, inducing EBITDA/PAT declines of 33%/38%
YoY. We cut FY20/FY21 PAT estimates by 18%/14% and reset our target P/E
from 20x to 15x to bake in the bleak near-term demand outlook. Rolling
valuations forward, we have a Jun’20 TP of Rs 330 (Rs 490 earlier).
Click here for the full report.
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FIRST LIGHT

Cipla
Q1 was subdued and had multiple moving parts: (1) reduction in India GRx
business by Rs 2bn, (2) Rs 1.6bn sales deferral in India Rx + EM market,
(3) gSensipar sales worth US$40mn, and (4) weak ROW commentary. India
business is likely to stabilise by Q3, and Rs 1.6bn of deferred sales should be
recovered from Q2. Adj. EBITDA for Sensipar missed estimates by 12% but
base margins improved QoQ following diffusion in the trade GRx business. We
cut FY20/FY21 EPS by 7-8% and revise TP to Rs 595 (vs. Rs 630).
Click here for the full report.

Hindustan Petroleum Corp
HPCL’s Q1FY20 earnings at Rs 8.1bn (–52% YoY) came in below estimates,
marred by low GRMs (US$ 0.75/bbl, after US$ 2.6/bbl inventory loss).
Marketing segment EBITDA at Rs 20.3bn (–27% YoY) was in line. We trim
FY20 earnings by 3.7% on reduced GRM assumptions. A challenging macro
environment for cyclicals exposes less efficient refiners to earnings shocks,
offsetting gains from low oil prices. Our SOTP-based TP changes to Rs 200
(from Rs 210) as we roll forward to Sep’21 valuations. Maintain SELL.
Click here for the full report.
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RESULT REVIEW

BUY
TP: Rs 1,230 |  20%

HCL TECHNOLOGIES

| IT Services

| 08 August 2019

Organic growth trending up; upgrade to BUY on cheap valuations
A strong revenue beat (+4.2% QoQ CC vs. +1.8% est.) but below-expected
margins rounded off an in-line operating performance from HCL Tech
(HCLT) for the Jun’19 quarter. Management’s robust FY20 outlook is intact
at 14-16% CC growth, albeit now baking in stronger organic revenues. In our
view, valuations at 13.7x/12.1x FY20E/FY21E P/E are attractive, carrying 20%
upside at our revised Jun’20 TP of Rs 1,230 (vs. Rs 1,260). Upgrade from
ADD to BUY.

Ruchi Burde
research@bobcaps.in

Strong revenue beat: HCLT’s Q1FY20 revenues at US$ 2.4bn increased by
3.8% QoQ or 4.2% QoQ CC vs. our/consensus estimates of ~1.8% QoQ CC
growth. We note that HCLT is the only name amongst tier-I IT services peers
to report a revenue beat in Q1. EBIT margins at 17.1% contracted 190bps QoQ
vs. our estimate of a 130bps QoQ decline, impacted by currency headwinds,
visa costs, transition costs and lower profitability in the ERS (engineering and
R&D services) business.

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

HCLT IN/Rs 1,023
US$ 19.6bn
1,357mn
US$ 25.3mn
Rs 1,188/Rs 920
60%/27%/13%

Source: NSE

STOCK PERFORMANCE

Upgrade to BUY: We trim our FY20/FY21 EPS estimates by 5%/6% on
account of higher tax rate assumptions and a lower currency reset. Rolling
valuations forward, we move to a revised Jun’20 TP of Rs 1,230 (vs. Rs 1,260
earlier) and upgrade the stock to BUY on attractive valuations.
KEY FINANCIALS
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Organic growth trending higher: HCLT posted 3.8% QoQ CC (14% YoY CC)
organic growth, ahead of our/consensus estimates of ~1.3% QoQ CC growth.
The improved organic revenue traction will make up for loss of inorganic
revenue in FY20 due to a one-month delay in IBM product deal consummation
(negative impact of 60-80bps YoY). Thus, the unchanged FY20 revenue
guidance of 14-16% CC growth now implies higher organic growth compared to
the earlier guided 9-11% CC range.

Source: NSE

RESULT REVIEW

SELL
TP: Rs 1,120 |  13%

PIDILITE INDUSTRIES

| Construction Materials

| 07 August 2019

In-line quarter; cut to SELL on rich valuations
Pidilite Industries (PIDI) reported in-line consolidated Q1FY20 revenue growth
of 10% YoY, aided by a 6% rise in consumer & bazaar (CBP) volumes. A 120bps
increase in operating margins to 22% drove EBITDA/PAT growth of 16%/23%
YoY. Management expects margins to remain favourable in light of benign RM
prices, but indicated that demand conditions are challenging. We find valuations
expensive at 48x FY21E P/E and thus downgrade the stock to SELL from
REDUCE. Rolling forward, we have a new Jun’20 TP of Rs 1,120 (vs. Rs 1,080).

Arun Baid
research@bobcaps.in

Modest revenue growth: PIDI’s consolidated Q1 revenues grew 10% YoY to
Rs 20.2bn, with 11.3% constant currency growth in overseas subsidiaries.
Standalone revenues increased 10.6% YoY to Rs 17.8bn, backed by volume
growth of 11% (6% in the CBP segment and 12% in industrial segment).
Management has indicated that demand conditions remain challenging, but the
company is countering this by expanding its product portfolio and extending its
direct distribution reach to small towns.

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

PIDI IN/Rs 1,290
US$ 9.3bn
508mn
US$ 10.7mn
Rs 1,324/Rs 895
70%/11%/19%

Source: NSE

STOCK PERFORMANCE

Downgrade to SELL on expensive valuations: While we like PIDI for its strong
franchise and broad portfolio, valuations at 48x FY21E P/E look rich, especially
against the backdrop of weakening demand. Downgrade to SELL from
REDUCE with a revised Jun’20 TP of Rs 1,120 (earlier Rs 1,080), set at 40x
one-year forward P/E.
KEY FINANCIALS
Y/E 31 Mar
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Margin trends favourable: Consolidated operating margins swelled 120bps
YoY to 22% as higher gross margins (+86bps) and lower other expenses
(–110bps) mitigated the impact of increased employee expenses (+80bps).
EBITDA/PAT for the quarter grew 16%/23% YoY. Gross margins expanded as
raw material prices softened. Management expects the favourable margin trends
to hold as RM prices remain benign in Q2.

Source: NSE

INDIA ECONOMICS

MONETARY POLICY REVIEW

07 August 2019

Unconventional rate cut
RBI surprised with a 35bps reduction in policy rates (4-2 vote) while
maintaining an accommodative stance. Two MPC members voted for 25bps
change. RBI has indicated room to further cut rates as it looks at closing the
negative output gap. While RBI expects growth at 6.9% in FY20 (6.8% in
FY19), recent indicators suggest growth will be lower. Thus RBI will be in a
position to cut repo rate further by 40bps in the financial year to support
growth as inflation outlook remains favourable.

Sameer Narang
Dipanwita Mazumdar | Aditi Gupta
chief.economist@bankofbaroda.com

Unconventional rate cut of 35bps: With a 4-2 vote, RBI reduced policy rate
by 35bps instead of its convention of changing the same in multiples of 25bps.
Two members voted to reduce rate by 25bps. Stance continues to remain
accommodative in-line with surplus liquidity conditions with the banks.

KEY HIGHLIGHTS

FY20 growth forecast at 6.9% from 7%: RBI reduced its GDP forecast for
FY20 to 6.9% (5.8-6.6% in H1FY20, 7.3-7.5% in H2FY20) with risks tilted to
the downside as global economic activity is expected to weaken further. Hence,
exports are likely to be muted. Even domestic consumption and investment
activity has decelerated. Rural spending is muted as sowing is behind normal
levels. Credit availability has impacted consumption and investment demand
which in turn has led to lower production. Surplus liquidity conditions are
favourable for credit availability with a lag.

 GDP forecast revised lower at 6.9% for

Inflation to remain below 4%: While food inflation is likely to increase led by
vegetables and pulses, higher food grain stocks give comfort. Crude oil prices
are unlikely to move up as global growth is decelerating. Core inflation is
expected to remain muted as firms will have limited pricing power when
demand is low. Hence, RBI expects CPI inflation at 3.1% and 3.5-3.7% in
Q2FY20 and H2FY20 respectively. In Q1FY21 inflation is expected at 3.6%.
Our CPI forecast remains at 3.5% and 3.7% for FY20 and FY21.
Rate cuts to continue: Given the domestic and global growth dynamics, we
believe GDP growth will be lower at 6.5%. This implies a widening output gap. In
RBI’s view, the benign inflation outlook provides headroom for policy action to
close the negative output gap. Hence, we continue to expect repo rate to move
to 5% in the financial year which is in-line with global narrative of central banks
taking over the mantle to support growth.

ECONOMICS RESEARCH

 RBI cuts repo rate by 35bps, stance remains
accommodative.
 Inflation projection retained at 3.3% for FY20.

FY20 from 7.0% earlier.

RESULT REVIEW

BUY
TP: Rs 330 |  51%

MAYUR UNIQUOTERS

| Textiles

| 07 August 2019

Auto demand slump, margin contraction mar Q1
Mayur Uniquoters’ (MUNI) Q1FY20 standalone revenue decreased 9% YoY
as a sharp slowdown in footwear and auto sector demand saw volumes drop
9%. Standalone operating margins plummeted 710bps YoY to 19.6% due to
higher RM cost and other expenses, inducing EBITDA/PAT declines of
33%/38% YoY. We cut FY20/FY21 PAT estimates by 18%/14% and reset our
target P/E from 20x to 15x to bake in the bleak near-term demand outlook.
Rolling valuations forward, we have a Jun’20 TP of Rs 330 (Rs 490 earlier).

Arun Baid
research@bobcaps.in

Slowdown in user industries dents revenue: MUNI reported a 9.2% YoY
decline in standalone revenue to Rs 1.3bn for Q1FY20, with volumes slipping
9%. Revenues contracted across verticals, falling 10% YoY in the domestic
automotive OEM segment, 25% in automotive replacement and 13% in
footwear. Management stated that the near-term demand outlook was bleak
and hinges on recovery in auto sales. The new PU plant will start trial production
in October and commercial production from December this year.

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

MUNI IN/Rs 218
US$ 139.5mn
45mn
US$ 0.1mn
Rs 428/Rs 211
61%/15%/24%

Source: NSE

STOCK PERFORMANCE

Maintain BUY: We reduce FY20/FY21 PAT estimates by 18%/14% to factor in
the disappointing Q1 and also cut our target one-year forward P/E multiple
from 20x to 15x (25% discount to five-year average) considering near-term
growth headwinds in user industries (auto, footwear). On rollover, we have a
new Jun’20 TP of Rs 330 (earlier Rs 490).
KEY FINANCIALS
Y/E 31 Mar
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Operating margins slip: MUNI reported a 710bps drop in consolidated
operating margins to 19.6%, mainly due to higher raw material cost (+408bps),
employee cost (+89bps) and other expenditure (+212bps) – this dragged
EBITDA/PAT down 33%/38% YoY. As per management, raw material (PVC
resin) cost has spiraled 20% over the last six months and cannot be passed on in
a weak market, thus hurting profitability.

Source: NSE

RESULT REVIEW

BUY
TP: Rs 595 |  15%

CIPLA

| Pharmaceuticals

| 07 August 2019

Core EBITDA miss; recovery ahead
Q1 was subdued and had multiple moving parts: (1) reduction in India GRx
business by Rs 2bn, (2) Rs 1.6bn sales deferral in India Rx + EM market,
(3) gSensipar sales worth US$40mn, and (4) weak ROW commentary. India
business is likely to stabilise by Q3, and Rs 1.6bn of deferred sales should be
recovered from Q2. Adj. EBITDA for Sensipar missed estimates by 12% but
base margins improved QoQ following diffusion in the trade GRx business.
We cut FY20/FY21 EPS by 7-8% and revise TP to Rs 595 (vs. Rs 630).

Vivek Kumar
research@bobcaps.in

Weak India, ROW and CGA sales were key negatives leading to EPS cut: India
sales declined 12% YoY due to dispatch deferral of Rs 600mn in Rx and GRx
destocking of Rs 2bn following a destabilisation risk at old distributors. Recovery
is expected from Q3 as ramp-up from new distributors could take time. Cipla’s
receivable profile has improved QoQ but the lost business cannot be recouped.
Deferred sales in ROW plus business challenges in the Middle East & CGA sales
are other key negatives. Although part of these sales should be recovered, the
annualised impact of subdued sales has led to ~7% earnings cut for FY20/ FY21
and could send the stock into time correction mode for the near term.

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

Call takes: (1) Contribution from trade GRx at 16% in Q1 (23% in FY19); (2)
Advair filing on track for FY20-end; (3) expect meaningful launches in US from
Q3, (4) South Africa private market growth to normalise from Q2, and (5)
China to be meaningful in next 3-5 years with focus on respiratory and oncology.
KEY FINANCIALS
Y/E 31 Mar

FY18A
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FY22E

Adj. net profit (Rs mn)
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Source: Company, BOBCAPS Research
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Source: NSE

STOCK PERFORMANCE
CIPLA

(Rs)
710
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460
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Margins improve sequentially ex-gSensipar: US sales were strong at
US$ 160mn, mainly from gSensipar (US$ 40mn in our view). US base business
should stabilise from Q2 following multiple generic entrants. Ex-Sensipar, we
believe base business EBITDA margins/gross margins have improved ~140bps/
~400bps QoQ following a drop in low-margin India GRx business.

CIPLA IN/Rs 518
US$ 5.9bn
806mn
US$ 14.6mn
Rs 678/Rs 484
37%/26%/13%

Source: NSE

RESULT REVIEW

SELL
TP: Rs 200 |  18%

HINDUSTAN
PETROLEUM CORP

| Oil & Gas

| 08 August 2019

Near-term outlook remains bleak
HPCL’s Q1FY20 earnings at Rs 8.1bn (–52% YoY) came in below estimates,
marred by low GRMs (US$ 0.75/bbl, after US$ 2.6/bbl inventory loss).
Marketing segment EBITDA at Rs 20.3bn (–27% YoY) was in line. We trim
FY20 earnings by 3.7% on reduced GRM assumptions. A challenging macro
environment for cyclicals exposes less efficient refiners to earnings shocks,
offsetting gains from low oil prices. Our SOTP-based TP changes to Rs 200
(from Rs 210) as we roll forward to Sep’21 valuations. Maintain SELL.

Rohit Ahuja | Harleen Manglani
research@bobcaps.in

GRMs underperform on surprise inventory loss: HPCL’s reported GRMs at
US$ 0.75/bbl were well below estimates due to an inventory loss of
US$ 2.6/bbl. While Singapore GRMs have recovered to ~US$ 6/bbl in Jul’19,
negative light-heavy crude spreads limit HPCL’s capability to improve its
margins. We cut FY20E GRMs to US$ 5/bbl but remain constructive on the
outlook over FY21-FY22 (maintaining our estimates at US$ 6/bbl), anticipating
benefits from IMO regulations starting in CY20.

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

HPCL IN/Rs 244
US$ 5.3bn
1,524mn
US$ 23.0mn
Rs 334/Rs 163
51%/19%/30%

Source: NSE

STOCK PERFORMANCE

Maintain SELL: At 5x FY21E EPS, HPCL’s valuations may seem undemanding,
but high reliance on marketing segment earnings remains a major concern in a
politically sensitive climate and could negate gains from the recent decline in oil
prices. GRM underperformance amid the global slowdown also remains a key
risk to earnings.
KEY FINANCIALS
Y/E 31 Mar
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Source: Company, BOBCAPS Research
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HPCL

(Rs)
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Marketing business earnings normalise: Earnings from the marketing business
matched estimates at Rs 20.3bn. Though down 61% QoQ, this was to be
expected as margins normalised. HPCL’s dependence on marketing business
EBITDA surged to >60% in Q1FY20, raising the risk profile of earnings as this
business is sensitive to political intervention (IOCL being the least sensitive
among OMCs).

Source: NSE
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Recommendations and Absolute returns (%) over 12 months
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ADD – Expected return from >+5% to +15%
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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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