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Indian Oil Corp | Target: Rs 135 | +28% | BUY
Q1 muted but core refining earnings have bottomed out

Finolex Industries | Target: Rs 185 | +5% | HOLD
Higher PVC resin prices aid profitability

Current

2D
(%)

1M
(%)

12M
(%)

1.22

(5bps)

(25bps)

69bps

6.20

0bps

17bps

37bps

USD/INR

74.42

(0.2)

(0.3)

0.5

Brent Crude
(US$/bbl)

76.33

0.4

2.1

76.3

34,935

(0.4)

1.9

32.2

3,397

(0.4)

(4.9)

2.6

US 10Y
yield (%)
India 10Y
yield (%)

Dow

Automobiles

Shanghai

Jul'21 PV and CV dispatches rise MoM, 2Ws flat

Sensex

52,587

(0.1)

0.1

39.8

India FII
(US$ mn)

29-Jul

MTD

CYTD

FYTD

4.0

(102.0)

(3,268.8)

(1,241.5)

(24.6) (1,362.2)

6,722.0

(604.3)

FII-D
FII-E

SUMMARY

Source: Bank of Baroda Economics Research

India Economics: Weekly Wrap
Rising Covid-19 cases globally, Fed’s dovish comments and lower than estimated
US macro data drove global yields lower. Equity markets too fell led by China’s
regulatory crackdown. While DXY fell, EUR gained with Euro Area reporting better
than estimated Q2CY21 GDP. On the domestic front, India’s 10Y yield fell by 3bps.
Buoyant tax collections, in particular corporate tax collections bode well for the fiscal
picture. Our weekly tracker moderated to 93 (Feb’20=100) from 94 last week. Focus
will be on global and domestic PMIs and central banks, in particular RBI.
Click here for the full report.

Indian Oil Corp


Q1 earnings reflect a muted refining performance but recovery in marketing
margin



Refining margins have bottomed out; earnings to be supported by post-Covid
recovery and project completions over medium term



Prefer HPCL over IOCL as the former is geared to deliver earnings growth
earlier over FY23-FY24

Click here for the full report.
BOBCAPS Research
researchreport@bobcaps.in

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.
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Finolex Industries


Q1FY22 revenue growth robust at 72% YoY as PVC realisations surged 93% YoY



Operating margin expanded 600bps YoY to 21.7% on higher gross margin
(+810bps) partly offset due to increased other expenses



We raise FY22/FY23 PAT 8%/2% and roll over to a Jun’22 TP of Rs 185 (vs. Rs
175). Maintain HOLD on full valuations

Click here for the full report.

Automobiles


Most auto segments saw modest MoM dispatches in July, barring tractors (-45%
MoM); PV and 2W exports healthy



Domestic 2W inventory remains high at 45+ days; PVs steady at 28-30 days



CV and 3W demand revived MoM led by opening up of the economy but still remain
below normal (FY20) levels

Click here for the full report.
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RBI policy to guide markets
Rising Covid-19 cases globally, Fed’s dovish comments and lower than
estimated US macro data drove global yields lower. Equity markets too fell
led by China’s regulatory crackdown. While DXY fell, EUR gained with
Euro Area reporting better than estimated Q2CY21 GDP. On the domestic
front, India’s 10Y yield fell by 3bps. Buoyant tax collections, in particular
corporate tax collections bode well for the fiscal picture. Our weekly
tracker moderated to 93 (Feb’20=100) from 94 last week. Focus will be on
global and domestic PMIs and central banks, in particular RBI.

Markets
▪

Bonds: Global yields closed lower with rising Covid-19 cases. US 10Y yield
fell by 5bps (1.22%) as Fed remained dovish in its recent policy. New home
sales and GDP missed estimates. Crude prices rose by 3% (US$ 76/bbl) due
to drawdown in US inventories. India’s benchmark 10Y yield (6.10GS2031)
fell by 3bps (6.2%) supported by better auction results. System liquidity
surplus was at Rs 6.1tn as on 30 Jul 2021 versus Rs 5.5tn last week.

▪

Currency: Except INR (flat) and AUD (lower), global currencies closed
higher. DXY fell by 0.7% as Fed refrained from providing a timeline of easing
monetary stimulus. US data (new home sales, GDP, durable goods) was also
weaker than expected. EUR rose by 0.8% as Euro Area Q2CY21 GDP rose
more than expected. GBP rose by 1.1% as fresh cases showed deceleration.
INR closed flat despite higher oil prices and FII outflows.

▪

Equity: Barring FTSE, other global indices ended the week lower amidst
rising Covid-19 cases globally. Shanghai Comp fell by 4.3% amidst concerns
over regulatory crackdown. While dovish comments by Fed will boost
markets, corporate earnings results and commentary will drive stock prices.
Sensex fell by 0.7%, led by decline in power and banking stocks.

▪

Covid-19 tracker: Global Covid-19 cases rose by 4.1mn versus 3.7mn
(WoW). Cases rose in US (0.5mn vs 0.3mn) and Japan (52K vs 28K). In
India, cases rose by 0.28mn vs 0.27mn. Our weekly economic activity tracker
index fell to 93 (100=Feb’20) from 94. UAE has fully vaccinated 70% of its
population, UK at 56% and US at 49%. India is at 7.2%.

▪

Upcoming key events: Major events this week include rate decision of BoE,
RBA and BoT. In addition, global manufacturing and services PMIs, US nonfarm payrolls and Indonesia’s Q2 GDP will also be released. On the domestic
front, PMIs and RBI policy decision is keenly awaited.
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RESULT REVIEW

BUY
TP: Rs 135

 28%

INDIAN OIL CORP
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Q1 muted but core refining earnings have bottomed out
▪ Q1 earnings reflect a muted refining performance but recovery in

Kirtan Mehta, CFA | Kumar Manish
researchreport@bobcaps.in

marketing margin
▪ Refining margins have bottomed out; earnings to be supported by postCovid recovery and project completions over medium term
▪ Prefer HPCL over IOCL as the former is geared to deliver earnings
growth earlier over FY23-FY24

Refining remains muted in Q1: IOCL’s adj. refining segment EBITDA loss widened

Key changes
Target

to Rs 14.3bn in Q1FY22 (from Rs 12.2bn in Q4FY21) on the back of 5% lower

Rating



throughput and a marginal decline in core GRM. Asian gasoline spreads did not



materially capture benefits of the driving season in the West following the
resurgence of Covid-19 in India and Asia.

Ticker/Price

IOCL IN/Rs 106

Market cap

US$ 13.4bn

Marketing improves: Adj. marketing segment EBITDA improved to Rs 56.6bn from

Free float

17%

Rs 34.1bn in Q4 with a recovery in marketing margin to Rs 3,010/t (from Rs 1,637/t

3M ADV

US$ 28.2mn

in Q4) despite a 10% QoQ decline in sales volume. While IOCL sees further

52wk high/low

Rs 118/Rs 72

possibility of upside over Q1 marketing EBITDA, we remain conservative and have a

Promoter/FPI/DII

52%/6%/43%

forecast of Rs 2,000/t based on historical trends.

Source: NSE | Price as of 2 Aug 2021

Key financials
Positive on OMCs: We are positive on OMCs given our expectation of gradual

Y/E 31 Mar

improvement in refining margin, sustained marketing margin and further growth from

Total revenue (Rs mn) 36,39,497 51,96,102 52,91,033

refinery project completions. We remain conservative and factor in only a US$ 3.5/bbl

EBITDA (Rs mn)

rise in benchmark refining margin over the next three years to US$ 3.8/bbl by FY24.

Adj. net profit (Rs mn) 2,16,382 1,31,322 1,69,581

Refining earnings growth will be further supported by delivery on refining and

Adj. EPS (Rs)

23.6

14.3

18.5

petrochemical expansion and upgrade projects. Amongst OMCs, we expect HPCL

Consensus EPS (Rs)

23.6

16.9

19.4

to demonstrate this upside first as it delivers on Vizag expansion as well as its HMEL

Adj. ROAE (%)

20.9

11.4

13.7

Bhatinda polymer addition and Vizag residue upgrade projects over FY22-FY24.

Adj. P/E (x)

4.5

7.4

5.7

Maintain BUY: At 4.9x FY23E EV/EBITDA, IOCL is trading at a significant discount
to BPCL, after adjusting for its investments. We have a BUY on IOCL and HPCL but
prefer the latter as we expect it to demonstrate earnings growth from project

Adj. EPS growth (%)

FY23E

5.0

7.3

6.0

168.4

(39.3)

29.1

Source: Company, Bloomberg, BOBCAPS Research

Stock performance
IOCL

FY23E EBITDA and do not capture the benefit of future projects achieving

260

commercial operation beyond this period. Our Mar’22 TP remains at Rs 135 wherein

220

discount to our target multiple of 6.0x for OMC peers.

FY22E

4,17,047 2,93,832 3,60,468

EV/EBITDA (x)

completions ahead of IOCL. At this juncture, we continue to value IOCL based on

we value the refining and marketing business at 5.5x FY23E EV/EBITDA, a marginal

FY21A

NSE Nifty (Relative)

180
140
100

Source: NSE
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For details, please refer to our report OMCs: Prefer HPCL over BPCL and IOCL,
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HOLD
TP: Rs 185

 5%
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Higher PVC resin prices aid profitability
▪ Q1FY22 revenue growth robust at 72% YoY as PVC realisations surged

Arun Baid
researchreport@bobcaps.in

93% YoY
▪ Operating margin expanded 600bps YoY to 21.7% on higher gross
margin (+810bps) partly offset due to increased other expenses
▪ We raise FY22/FY23 PAT 8%/2% and roll over to a Jun’22 TP of Rs 185
(vs. Rs 175). Maintain HOLD on full valuations

Strong revenue growth aided by higher PVC prices: FNXP reported Q1FY22

Key changes
Target

revenue growth of 72% YoY to Rs 9.7bn as PVC resin realisations surged 93% and

Rating



PVC pipe realisation increased 58%. PVC resin volumes grew 10.6% YoY whereas



pipe volumes increased just 5.5% despite a soft base and peak agriculture demand
season. Management stated that strong realisations in the PVC resin segment offset

Ticker/Price

FNXP IN/Rs 177

the negative impact of higher prices on agriculture PVC pipe demand.

Market cap

US$ 1.5bn

Free float

48%

Agri pipe demand weak in peak season: Q1FY22 which is a busy season for

3M ADV

US$ 2.4mn

agriculture pipes was affected by both higher PVC prices (passed along) and the

52wk high/low

Rs 198/Rs 88

pandemic. Management is hopeful of better demand from this segment in Q4 and is

Promoter/FPI/DII

52%/3%/45%

targeting 10-15% PVC pipe volume growth in FY22.
Operating margin expands 600bps YoY: FNXP’s standalone EBITDA margin

Source: NSE | Price as of 30 Jul 2021

Key financials
Y/E 31 Mar

FY21A

FY22E

FY23E

increased 600bps YoY to 21.7% aided by higher gross margin (+810bps) from better

Total revenue (Rs mn)

34,628

37,386

37,593

PVC realisations, partly offset due to increased other expenses (-360bps).

EBITDA (Rs mn)

9,893

6,437

6,426

EBITDA/PBT thus grew 137%/169% YoY. The average PVC-EDC delta was at US$

Adj. net profit (Rs mn)

7,378

4,533

4,638

834/mt (+52% YoY) in Q1, aiding gross margin. It has currently fallen to US$

Adj. EPS (Rs)

11.9

7.3

7.5

670/mt.

Consensus EPS (Rs)

11.9

8.8

9.0

Adj. ROAE (%)

28.8

13.9

13.2

PVC resin prices to remain range bound in near term: PVC resin prices have

Adj. P/E (x)

14.9

24.2

23.7

once again started to increase in August, following some correction towards the end

EV/EBITDA (x)

11.0

16.6

16.1

121.8

(38.6)

2.3

of Q1. Management believes prices could stay in the range of US$ 1,250-1450/mt
between now and Dec’21 due to global supply constraints and higher logistics costs.
While PVC resin margins are difficult to forecast, those in the pipe segment are

Adj. EPS growth (%)

Source: Company, Bloomberg, BOBCAPS Research

Stock performance

more predictable and should sustain at Rs 8-10/kg, according to FNXP.

FNXP

NSE Nifty (Relative)

200

Valuations full, HOLD: We raise FY22/FY23 PAT estimates by 8%/2% given the

170

above-expected Q1 PVC resin margins. FNXP has a strong balance sheet and its

140

Source: NSE
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Oct-19

Apr-19

one-year forward P/E – 30% premium to the stock’s five-year average.

50

Jan-19

and roll over to a new Jun’22 TP of Rs 185 (from Rs 175), set at an unchanged 24x

80

Jul-18

company, we find current valuations full at 23.7x FY23E EPS. We maintain HOLD

110

Oct-18

focus on non-agricultural pipes could aid further margin gains. While we like the

SECTOR UPDATE

AUTOMOBILES

02 August 2021

Jul’21 PV and CV dispatches rise MoM, 2Ws flat
▪ Most auto segments saw modest MoM dispatches in July, barring
tractors (-45% MoM); PV and 2W exports healthy
▪ Domestic 2W inventory remains high at 45+ days; PVs steady at 28-30
days
▪ CV and 3W demand revived MoM led by opening up of the economy but
still remain below normal (FY20) levels

Opening up of economy and lower inventory bolster PV dispatches: Maruti’s
(MSIL) total dispatches rose to 162k in July (+10% MoM) as its plants produced more
in order to recoup sales lost in May’21 (due to Covid-19 lockdowns) and exports
improved. Domestic sales grew 8% MoM while exports were up 25%. M&M’s (MM) PV
sales increased 24% MoM, Tata Motors (TTMT) posted 25% MoM growth and
Hyundai saw a 19% rise. Semiconductor availability remains a challenge for most
OEMs. Given lower inventory levels, we expect PV volumes to remain healthy in the
coming months as OEMs build up channel inventory ahead of the festive season.
Domestic 2W inventory remains high; exports outperform: Domestic 2W
dispatches were in line with our estimates, rising ~2% MoM in July. The flattish growth
despite opening up of the economy after the second Covid wave is indicative of higher
channel inventory in the system. Bajaj Auto’s (BJAUT) total volumes grew 7% MoM
with exports up 10% and domestic sales up 3%. TVS Motor’s (TVSL) sales increased
11% MoM to 279k units, with domestic 2Ws growing ahead of peers at 20% MoM and
3Ws up 17%. Royal Enfield (RE) reported 2W sales of 44k units (+2% MoM). Hero’s
(HMCL) wholesale volumes fell 3% MoM to 454k, unperforming peer growth rates.
CV dispatches revive as economy starts opening up: With the economy gradually
opening up, TTMT’s CV dispatches grew 11% MoM as MHCV/LCV volumes increased
1%/16%. For Ashok Leyland (AL), total CV dispatches grew 34% MoM as MHCV/LCV
sales increased 38%/31% aided by good traction for ‘Dost’ and ‘Bada Dost’.
Erratic monsoon dampens tractor demand: Tractor sales declined ~45% MoM in
July due to weaker monsoon activity in the initial parts of the month which impeded
sowing. MM sold 27k tractors (-44% MoM) during the month and expects the tractor
industry to record mid-single-digit growth for FY22. Escorts (ESC) sold 6.6k tractors,
clocking a 48% MoM decline. Per the company, the monsoon has normalised and
ground activities have picked up in recent days, implying demand is likely to normalise
soon. We have factored in a 6% CAGR in tractor industry sales over FY21-FY23 as
the macro environment remains conducive.
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Mayur Milak | Nishant Chowhan, CFA
researchreport@bobcaps.in
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Disclaimer
Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
HOLD – Expected return from -6% to +15%
SELL – Expected return <-6%
Note: Recommendation structure changed with effect from 21 June 2021
Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.
Rating distribution
As of 31 July 2021, out of 98 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 41 have BUY ratings, 22 have HOLD ratings, 11 are
rated ADD*, 2 are rated REDUCE* and 22 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)
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 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996GOI098009.
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.
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
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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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