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Climate fears mounting due to global warming, shift in US stance and surge in
ESG activism; coal, oil, auto, steel and cement to bear the brunt

Daily macro indicators

Industries have room to pass on compliance costs to end users; sunset for coal
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though. Climate concerns to impact investment decisions hereon
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Renewables, energy efficiency, batteries and hydrogen to dominate fresh capex.
Companies leveraged to these technologies have long growth runway

Click here for the full report.
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IndiGo’s Q4FY21 RASK came in at Rs 3.3, EBITDAR at Rs 7.3bn was hit by
rising fuel costs and the company suffered a Rs 11.6bn net loss
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IndiGo looks poised for a strong revenue recovery given its leadership, ready
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capacity, sound balance sheet and firm footing vis-à-vis peers

Source: Bank of Baroda Economics Research

We raise FY23 EPS and value the stock at 9x FY23E adj. EV/EBITDAR for a new
TP of Rs 2,000 (vs. Rs 1,100) – upgrade from SELL to ADD

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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Power


Sector rally in June driven by expected recovery in power demand as Covid-19
restrictions ease but this is not sufficient for the rally to sustain



Recent regulatory proposals seek to reduce discoms’ cost of power but addressing
pricing, collection and infrastructure is a bigger challenge



Recommend that investors be selective. We like TPWR due to possible external
investments in renewables, deleveraging and restructuring

Click here for the full report.
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Clean your way up
▪ Climate fears mounting due to global warming, shift in US stance and

Kumar Manish
researchreport@bobcaps.in

surge in ESG activism; coal, oil, auto, steel and cement to bear the brunt
▪ Industries have room to pass on compliance costs to end users; sunset for
coal though. Climate concerns to impact investment decisions hereon
▪ Renewables, energy efficiency, batteries and hydrogen to dominate fresh
capex. Companies leveraged to these technologies have long growth runway

Climate concerns at our doorstep: There is now a near universal consensus on
the reality and adverse impacts of global warming. The 2015 Paris Agreement that
had most major CO2 emitters committing to specific reduction targets was an

Watch Out
Our new ‘Watch Out’ series aims to track
trends with long-term implications on the

important milestone. We are also currently seeing a groundswell of global climate

Indian economy in general and companies

activism. In our view, ESG investing – currently a separate vehicle – will become

in particular. We focus on environmental

fully integrated with mainstream investing far sooner than earlier anticipated.

concerns in this inaugural edition.

Pressure on emitters: Coal-based IPP (45% of India’s CO2 emissions per our
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plants. Our analyses show that global carbon emissions in 2030 will likely be lower
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unviable, our analyses show that the end consumer price will likely increase by a

33.7
23.3

Implementation of green tech no longer costly: Contrary to the general
perception that the use of clean technology will render several manufacturers

34.2

30

instance, become increasingly difficult to sponsor greenfield coal-based power
than 2019 due to these efforts, but could still far exceed the desired 2°C trajectory.

31.1

2030E (our
estimate)

other industries will only become more strident as we draw closer to 2030. It will, for

(bn tonne)

40

2030E (2°C
trajectory)

already seeing exponential growth in electric vehicles, and calls for climate action on

2030E (1.5°C
trajectory)

polluters in India. Pressure is intensifying on these sectors the world over. Auto is

2030 global emission may be double the
desired 1.5°C temperature trajectory

2019

estimates), automobiles (12%), steel (10%) and cement (8%) are among the largest

Source: BOBCAPS Research, BP Statistical Review 2020, IPCC
Special Report

mere 1-5% across most products if polluting industries such as steel were to shift to
cutback in coal for base load power supply.
Winners and losers: We believe a majority of new capex will be directed towards
emission reduction initiatives, which include renewable power generation, electric
vehicles, batteries, hydrogen, energy-efficient manufacturing, and carbon capture
and storage. Global players leveraged to these technologies include Siemens, ABB,
Bosch, 3M, Linde, Honeywell, and Schaeffler. For emitters in India, we expect
earnings will remain intact much longer than that of global peers, but valuation
multiples will likely start to derate sooner than later due to dwindling interest from
large global investors and pension funds.
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greener manufacturing alternatives. Nuclear energy may partly set off the inevitable

Source: NOAA Climate.gov, USA (sea-level data), BP Statistical
Review (carbon emission data), BOBCAPS Research (China’s
estimated contribution to global emissions)
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Strong balance sheet, leadership premium – upgrade to ADD
▪ IndiGo’s Q4FY21 RASK came in at Rs 3.3, EBITDAR at Rs 7.3bn was hit

Mayur Milak | Nishant Chowhan, CFA
researchreport@bobcaps.in

by rising fuel costs and the company suffered a Rs 11.6bn net loss
▪ IndiGo looks poised for a strong revenue recovery given its leadership,
ready capacity, sound balance sheet and firm footing vis-à-vis peers
▪ We raise FY23 EPS and value the stock at 9x FY23E adj. EV/EBITDAR for a
new TP of Rs 2,000 (vs. Rs 1,100) – upgrade from SELL to ADD

Disappointing Q4: IndiGo’s Q4 revenue plunged 25% YoY to Rs 62.2bn. RASK was

Key changes
Target

in line with our estimate at Rs 3.3 (excluding other income). Rising fuel costs amidst

Rating



the ongoing pandemic reduced EBITDAR YoY to Rs 7.3bn, yielding a margin of 11.8%



vs. 14.3% reported in Q3FY21. Lower other income, higher interest cost and
depreciation induced an adjusted net loss of Rs 11.6bn, translating to negative EPS of

Ticker/Price

INDIGO IN/Rs 1,784

Rs 30 for the quarter.

Market cap

US$ 9.4bn

Free float

25%

Strong growth recovery expected: A benign USDINR, the vulnerability of most of its

3M ADV

US$ 21.8mn

peers (negative net worth and massive cash burn), and a strong balance sheet are

52wk high/low

Rs 1,850/Rs 875

some of the key factors that put IndiGo in a sweet spot for growth in FY23. Though

Promoter/FPI/DII

75%/15%/7%

rising crude cost will impact its profitability in the near-to-mid-term, we believe cost

Source: NSE | Price as of 8 Jun 2021

headwinds will immensely weaken the competition, thus giving IndiGo a leadership

Key financials

advantage. Our current FY22-FY23 assumptions for crude stand at US$ 65/bbl and for

Y/E 31 Mar

the USDINR stand at Rs 73/USD.

Total revenue (Rs mn)

FY21P

EBITDA (Rs mn)

FY23 earnings to rebound: We cut our FY22 revenue estimate by 24% owing to the

Adj. net profit (Rs mn)

pandemic-linked slowdown but maintain FY23 numbers as normalcy is likely to return

Adj. EPS (Rs)

by FY22-end. As a result, our EPS for FY22 turns negative at Rs 102 (earlier -Rs 17).

Consensus EPS (Rs)

IndiGo’s decision to maintain its fleet size at 285 but upgrade to more fuel-efficient

Adj. ROAE (%)

aircraft will augment earnings in FY23. Accordingly, we revise our FY23 EBITDA
estimate upward by 26% and our EPS to 79 (Rs 38 earlier). We are 8% higher than
consensus on revenue but 4% lower on EPS for FY23.
Upgrade to ADD: We believe demand recovery for the industry will be postponed to

(5,485)
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Source: Company, Bloomberg, BOBCAPS Research | P – Provisional

Stock performance

FY23, at which time IndiGo is likely to emerge as the biggest beneficiary given its

INDIGO

market leadership (~55% share) over peers, ready capacity and sound balance sheet

1,930

to tide over the pandemic. Given these positives, we now value the stock at 9x FY23E

1,680

adj. EV/EBITDAR (from 6.5x earlier), revise our Mar’22 TP from Rs 1,100 to

1,430

Rs 2,000 and upgrade our rating from SELL to ADD.
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Stay selective – sustained rally requires reforms
 Sector rally in June driven by expected recovery in power demand as
Covid-19 restrictions ease but this is not sufficient for the rally to sustain

Tarun Bhatnagar
researchreport@bobcaps.in

 Recent regulatory proposals seek to reduce discoms’ cost of power but
addressing pricing, collection and infrastructure is a bigger challenge
 Recommend that investors be selective. We like TPWR due to possible
external investments in renewables, deleveraging and restructuring

Power sector rally fuelled by expected demand recovery: Stocks in our coverage

Recommendation snapshot

have rallied by 5.2-10.7% in June vs. a 1% gain for the Nifty. An expected rise in

Ticker

power demand after the removal of Covid-related restrictions could have fuelled the
rally. A similar run-up after the first wave of the pandemic did not sustain despite a
strong revival in power demand (Fig 1).

Price

Target
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Rating
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ADD

TPWR IN

117

131

BUY

Price & Target in Rupees | Price as of 8 Jun 2021

Regulatory proposals to reduce discom costs: The Ministry of Power (MoP)
recently proposed the following to reduce discoms’ power purchase costs:

Power stock rallies short-lived

1) Market Based Economic Dispatch (MBED): Thermal power purchase can be
undertaken through a centralised pool of power plants vs. current purchases that are

Power demand, YoY chg

(%)
50

Combined Market cap, MoM chg*

limited to each discom’s PPA – this will maximise procurement from cheaper plants

40

Nifty, MoM chg

and save Rs 120bn or Rs 0.09/unit per MOP’s estimates.

30
20
10

2) Market Based Procurement of Renewables: Per The Economic Times, the

0

government is evaluating a proposal to sell power from new renewable projects on

(10)

power exchanges. The differential between market-discovered prices and bid prices

(30)

will be paid by the party that has called the bid (like SECI) every month. Current
projects will have an option to shift to this system. Discoms could buy power from the
exchange rather than entering into long-term PPAs. Also, SECI’s renewable projects
awaiting PPAs from discoms can proceed towards construction.
3) Trading of Renewable Energy Certificates (REC): MoP proposes to restart
REC trading and raise their validity to 15 years for new projects and till the PPA
ends for existing projects vs. 3 years earlier. Discoms will be able to meet renewable
portfolio obligations (RPO) without signing a PPA with generators by buying RECs.
Discom reforms key for sustainable rally: While these developments will address
the cost side of discom operations to some extent, the pricing, collection and last-mile
infrastructure will need remedying to bring about sustainable change and raise investor
confidence in the sector. TPWR is our top pick as it is aligning towards renewables and,
as the No. 1 private power distributor, it will play a growing role in distribution once the
sector opens up. Stock catalysts include new external investments in the renewable
business, disinvestment of non-core assets and group restructuring to save costs.
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Disclaimer
Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
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 May 2021, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 19 have ADD ratings, 6 are rated
REDUCE and 23 are rated SELL. None of these companies have been investment banking clients in the last 12 months.
Analyst certification
Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are
not associated persons of BOBCAPS.
Important disclosures
This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.
General disclaimers
BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance 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 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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