FIRST LIGHT

B

BOBCAPS

TRUST | INNOVATION | EXCELLENCE

17 November 2020

RESEARCH

IT Services | Q2FY21 Review
V-shaped recovery in Q2

BOB Economics Research | Wholesale Inflation
Core drives WP higher, food moderates

Mahanagar Gas | Target: Rs 750 | -15% | SELL

Margins surge but volume recovery lags peers

Oil & Gas

Petroleum demand soars for first time since lockdown

TOP PICKS

LARGE-CAP IDEAS

SUMMARY
IT Services: Q2FY21 Review

Q2FY21 has been a much-awaited recovery quarter for Indian IT, exhibiting a
V-shaped rebound marked by growth and margin outperformance across the
sector. Traction in cloud and digital business fueled order pipeline revival and
higher TCV. We expect the momentum to continue over the near-to-
midterm, barring seasonality in Q3, with most of our coverage headed for
positive growth in FY21. Coforge has shown agility in handling the pandemic -
we upgrade the stock to BUY from ADD and raise our Sep’21 TP to Rs 2,690
(vs. Rs 2,630).

Click here for the full report.

India Economics: Wholesale Inflation

WPI rose to 1.5% in Oct’20 (1.3% in Sep’20) led by core which increased to
1.7% in Oct’20 from 1% in Sep’20. Manufactured products too turned costly
(21% in Oct’20 from 1.6% in Sep’20). Food prices showed moderation (5.8%
in Oct’20 from 6.9% in Sep’20), led by cereals and a few protein based items.
Low oil prices remain the biggest driver of benign WPI outlook. The moderation
in food inflation bodes well for much anticipated decline in CPI. However, its
trajectory will remain above RBI’s target thus leaving limited room to reduce

policy rates.

Click here for the full report.

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.

Company Rating Target
Cipla Buy 900

GAIL Buy 155

Petronet ING Buy 330

ICS Buy 3,180
Tech Mahindra Buy 980

MID-CAP IDEAS

Company Rating Target
Alkem Labs Buy 3,600
Greenply Industries Buy 150

Laurus Labs Buy 410

Transport Corp Buy 300

Mahanagar Gas Sell 750

vidnhdnagdr \ads

Source: BOBCAPS Research

DAILY MACRO INDICATORS

Indicat c . 2D ™M 12M
ndicator urren

%) (%) (%)
us10Y 0.88 (9bps) b (94bps)
yield (%) ’ P P P
India 10Y

591 Ob, 1b, 61b

yield (%) ps ps (Elbpe)
USD/INR 74.65 0.4 19 (3.7
BrentCrude 1350 (0.6 43 GOW
(US$/bbD) ’ ' ' '
Dow 29,080 an 0.8 4.7
Shanghai 3,339 [(OR)] (0.6) 14.7
Sensex 43357 (0.5) 6.8 7.6
India FlI
(USS mn) 11 Nov MTD CYTD FYTD
FII-D 10.7 190.9 (14,038.8) (4,279.3)
FlI-E 11555 3,6783 10,2247 16,827.7

Source: Bank of Baroda Economics Research

BOBCAPS Research
research(@bobcaps.in


https://www.barodaetrade.com/reports/ITServices-Q2FY21Review13Nov20-Research.pdf
https://www.barodaetrade.com/reports/BOBEconomics-WPI16Nov20-Research.pdf
https://www.barodaetrade.com/reports/Cipla-Q2FY21ResultReview7Nov20-Research.pdf
https://www.barodaetrade.com/reports/GAIL-Q2FY21ResultReview10Nov20-Research.pdf
https://www.barodaetrade.com/reports/PetronetLNG-Q2FY21ResultReview12Nov20-Research.pdf
https://www.barodaetrade.com/reports/TataConsultancyServices-Q2FY21ResultReview8Oct20-Research.pdf
https://www.barodaetrade.com/reports/TechMahindra-Q2FY21ResultReview23Oct20-Research.pdf
https://www.barodaetrade.com/reports/AlkemLabs-Q2FY21ResultReview6Nov20-Research.pdf
https://www.barodaetrade.com/reports/GreenplyIndustries-Q2FY21ResultReview5Nov20-Research.pdf
https://www.barodaetrade.com/reports/LaurusLabs-Q2FY21ResultReview30Oct20-Research.pdf
https://www.barodaetrade.com/reports/TransportCorpofIndia-Q2FY21ResultReview4Nov20-Research.pdf
https://www.barodaetrade.com/reports/MahanagarGas-Q2FY21ResultReview13Nov20-Research.pdf
mailto:research@bobcaps.in

FIRST LIGHT

Mahanagar Gas

Mahanagar Gas’s IMAHGL) Q2FY21 PAT outperformed at Rs 1.4bn

(=46% YoY, +3x QoQ). Q2 highlights: (a) Volumes were above estimates at
2.Immscmd (-31% YoY), recovering 88% QoQ. (b) EBITDA margins swelled
to Rs 11.6/scm (+17% YoY), driving the overall beat on earnings. We expect the
extended lockdown in the Mumbai region to keep CNG volumes sluggish until
H1FY22, leading us to cut FY21/FY22 earnings by 8%/13%. Our Sep’21 DCF -
based TP remains unchanged at Rs 750. Maintain SELL.

Click here for the full report.

Oil & Gas

India’s petroleum product consumption jumped 15% MoM (+2% YoY) to
17.8mmt in October as fuels across segments exhibited resurgent growth in
tandem with the Indian economy's emergence from the world's strictest
lockdown. A YoY comparison shows strong demand trends for all major

petroleum products except ATF (-50% YoY).

Click here for the full report.
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IT SERVICES - Q2FY21 Review ' 13 November 2020

V-shaped recovery in Q2

Q2FY21 has been a much-awaited recovery quarter for Indian IT, exhibiting a Ruchi Burde | Seema Nayak
V-shaped rebound marked by growth and margin outperformance across the research(@bobcaps.in
sector. Traction in cloud and digital business fueled order pipeline revival and

higher TCV. We expect the momentum to continue over the near-to-midterm,

barring seasonality in Q3, with most of our coverage headed for positive growth

in FY21. Coforge has shown agility in handling the pandemic — we upgrade the
stock to BUY from ADD and raise our Sep’21 TP to Rs 2,690 (vs. Rs 2,630).

V-shaped recovery: Contrary to the street’s expectations of a muted U-shaped RECOMMENDATION SNAPSHOT

turnaround for Indian IT, tier-| companies have swiftly recouped losses by [lisksy LTS R
. . . . . TCSIN 2,657 3180 BUY
growing 6.1% QoQ in Q2FY21 (post 6.1% contraction in Q1) and tier-II stocks ’ ’
.. INFO IN 1124 1,210  ADD
also saw a similar V-shaped recovery pattern. Growth momentum has been
_ _ T WPRO IN 344 290  SELL
expedited by a boom in cloud demand. Supply-side issues also stand resolved.
HCLT IN 828 980 BUY
. . . . . TECHM IN 839 980 BUY
Rebound in key verticals: Demand has rebounded across BFS, life-sciences, hi-
. . . . . LTIIN 3,022 3,590 BUY
tech and retail-CPG. BFS saw a pickup in mortgage and lending services as well
.. . o . . MPHL IN 1,317 1,410 REDUCE
as digital transformation programmes, while insurance had a mixed showing.

. ' ' MTCLIN 1348 1540 ADD
Manufacturing and travel saw some recovery but will take longer to normalise. PSYS IN 142 840 SELL
Vendor consolidation post Covid-19 has helped companies in our coverage gain COFORGEIN 2304 2690 BUY
market share (e.g. Coforge in the airlines segment). Emerging areas of demand ECLXIN 75 600 SELL
include cloud partnerships with hyperscalers, data-driven products, cybersecurity, Price & Target in Rupees

customer experience, cost optimisation, automation and supply chain revamp.

Margins climb higher: Indian IT companies reported operating margin
expansion in the range of 80-400bps QoQ in Q2, backed by higher
utilisation, increased offshoring, SG&A reduction, and lower travel and
branding costs. Players are also winding up the timebound Covid discount
offered to clients during Q4F20 and Q1FY21, besides undertaking pyramid
optimisation. We expect margins to be slightly impacted in Q3 due to salary

hikes and rising marketing and travel spend.

FY22 to see growth acceleration: Most IT companies are headed for positive
growth in FY21 post Q2 (vs. earlier expectations of a decline). TCV has largely
recovered to pre-pandemic levels, even hitting peaks for some (Infosys, Coforge,
Mphasis). Growing cloud pipeline and digital transformation demand in BFSI and
retail-CPG should fuel stellar growth in FY22, on a lower base of FY21.
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INDIA ECONOMICS

WHOLESALE INFLATION

Core drives WPI higher, food moderates

WPI rose to 1.5% in Oct’20 (1.3% in Sep’20) led by core which increased to 1.7%
in Oct’20 from 1% in Sep’20. Manufactured products too turned costly (2.1% in
Oct’20 from 1.6% in Sep’20). Food prices showed moderation (5.8% in Oct’20
from 6.9% in Sep’20), led by cereals and a few protein based items. Low oil
prices remain the biggest driver of benign WPI outlook. The moderation in food
inflation bodes well for much anticipated decline in CPl. However, its trajectory

will remain above RBI’s target thus leaving limited room to reduce policy rates.
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Sameer Narang
Jahnavi | Dipanwita Mazumdar

chief.economist(@bankofbaroda.com

WPl inflation firms up: WP! inched up to 1.5% in Oct20 compared with 1.3% in
Sep’20. This was on account of higher core inflation. Food inflation eased to

5.8% in Oct’20 from 6.9% in Sep’20.

Core inflation inches up: Core inflation rose to 1.7% in Oct’20 from 1% in
Sep’20. Manufactured inflation rose to 2.1% from 1.6% in Sep20. Of the 22
commodities, prices of 14 commaodities rose, with manufactured food, basic
metals, and pharmaceutical products taking the lead. This was in-line with higher
international commodity prices which went up by 5.2% in Oct’20 on YoY basis
versus an increase of 4.7% in Sep’20. A further increase in global commodity

prices is not ruled out with potential vaccine on the horizon.

Food inflation eases: Food inflation moderates to 5.8% in Oct’20 from 6.9% in
Sep’20 driven by sharp deceleration in vegetable prices (increase of 25.2% in
Oct’20 from 36.5% in Sep’20). Tomato prices reached a 4-month low of 14% in
Oct’20 compared with 99.3% in Sep20. Cereal inflation increased by 5.2% in
Oct’20 led by sharp contraction in wheat prices (8.1% in Oct’20 from 5.2% in
Sep’20). Paddy prices too moderated by 0.6% in Oct’20. Protein based items
such as pulses and eggs continue to see inflationary pressure at 15.9% and 17.3%

respectively in Oct”20. Milk prices edged lower marginally to 5.5% in Oct’20.

Deflation in fuel and power continues: Fuel and power inflation contracted by
10.9% in Oct’20 versus decline of 9.5% in Sep’20. Mineral oil index fell by 15.8%
versus decline of 15% in Sep’20. This is attributable to sharp pace of contraction
in petrol, diesel, ATF and Kerosene. International oil prices were down by 30.4%

in Oct’20 (YoY) versus 32.8% decline in Sep20. We expect deflation in fuel and

power to continue given oil price outlook remains favourable.

ECONOMICS RESEARCH



RESULT REVIEW

SELL

TP: Rs 750 | V¥ 15%

MAHANAGAR GAS - Oil & Gas

Margins surge but volume recovery lags peers

Mahanagar Gas’s (MAHGL) Q2FY21 PAT outperformed at Rs 1.4bn

(-46% YoY, +3x QoQ). Q2 highlights: (a) Volumes were above estimates at
2.1mmscmd (-31% YoY), recovering 88% QoQ. (b) EBITDA margins swelled
to Rs 11.6/sem (+17% YoY), driving the overall beat on earnings. We expect
the extended lockdown in the Mumbai region to keep CNG volumes sluggish
until HIFY22, leading us to cut FY21/FY22 earnings by 87%/13%. Our Sep’21
DCF-based TP remains unchanged at Rs 750. Maintain SELL.

/&3 BOBCAPS
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Rohit Ahuja | Harleen Manglani
research(@bobcaps.in

Volume recovery lags peers: MAHGL's CNG volumes surged 2.6x QoQ to
17mmsem (=42% YoY) in Q2, but relatively underperformed peers. Revival to
pre-Covid demand levels could be delayed to HIFY22 considering the
extended lockdown in Mumbai (buses being hit the most as school reopening
stands postponed to FY22). Over the long term, rising infrastructure
constraints in Mumbai for CNG outlet expansion and improving alternate travel

options (metro) suggest volume growth may remain weak.

Margins surge: Q2 EBITDA margin expanded to Rs 11.6/scm as CNG volumes
increased, and MAHGL used its pricing advantage primarily to limit the YoY
impact on earnings. We raise our margin estimates to ~Rs 11/scm (from Rs 10
earlier) but trim volume assumptions by ~10% over FY21/FY22. These margins
may not sustain beyond FY21as MAHGL would need to chase volume growth,

especially in the industrial and commercial PNG segments.

Maintain SELL: Muted FY20-FY23 earnings trends accompanied by recurring
concerns over CNG volume growth are likely to add fuel to the sustained
derating in multiples seen over the last quarter. MAHGL lags peers on volume
growth and would need to compromise on margins eventually. Expansion into

new areas could also be delayed due to the pandemic impact.

KEY FINANCIALS

Y/E 31 Mar FY19A FY20A FY21E FY22E FY23E
Total revenue (Rs mn) 27.9M 29,721 24145 29,290 35,006
EBITDA (Rs mn) 8,855 10,528 9,936 10,725 12,384
Adj. net profit (Rs mn) 5,464 7,935 6,875 7,254 8,349
Adj. EPS (Rs) 553 80.3 69.6 734 84.5
Adj. EPS growth (%) 14.3 452 (13.4) 5.5 151
Adj. ROAE (%) 24.3 29.7 222 214 225
Adj. P/E () 15.9 10.9 12.6 12.0 10.4
EV/EBITDA (x) 9.7 8.1 8.5 7.8 6.8

Source: Company, BOBCAPS Research

EQUITY RESEARCH

Ticker/Price MAHGL IN/Rs 879
Market cap US$1.2bn
Shares o/s 99mn
3MADV US$12.4mn
52wk high/low Rs1,246/Rs 664
Promoter/FPI/DIl  33%/30%/38%
Source: NSE
STOCK PERFORMANCE
(Rs) — MAHGL
1,260
1140
1,020
900
780
660 +—r—7—T—"T—"T"TT"TTTT1
NOODOIDRDRO O OO
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Source: NSE
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OIL & GAS 13 November 2020

Petroleum demand soars for first time since lockdown

India’s petroleum product consumption jumped 15% MoM (+2% YoY) Rohit Ahuja | Harleen Manglani
to 17.8mmt in October as fuels across segments exhibited resurgent research(@bobcaps.in
growth in tandem with the Indian economy’s emergence from the world’s

strictest lockdown.

AYoY comparison shows strong demand trends for all major petroleum
products except ATF (-50% YoY). The latter is because the airlines are

not yet operating at normal capacity.

Petrol and diesel consumption stood at 2.7mmt (+8% MoM, +4.5% YoY) KEY RECOMMENDATIONS
and 7mmt (+27% MoM, +7.5% YoY) respectively in Oct’20. ATF offtake Ticker Price Target Rating
was at 0.4mmt (+98% MoM, =50% YoY) - this remains the worst hit fuel IOCLIN 84.7 170 BUY
BPCLIN 393 480  BUY
: O, N o,
but demand has risen to 51% of normal levels (as against an average of 25% HPCLIN 5 440 BUY
since the start of FY20). Price & Target in Rupees
Demand for fuel oil (+9% MoM, +13% YoY), bitumen (+49% MoM, PETRO PRODUCT CONSUMPTION
+58% YoY) and pet coke (+4% MoM, -22% YoY) showed marked MoM (000 mt) CEY YOG ImIATA O
) . ) . . LPG 2422 26 13278 58
improvement as refinery operations and construction activities gathered
KO 130 (183 928 (33.0)
pace. Consumption of naphtha, a petrochemical feedstock, soared to HSD 6,994 75 30896 (252)
1.3mmt (+14% MoM, +17% YoY). LPG, the only fuel that grew even during MS 2654 45 1217 (20.8)
the lockdown period, rose to 2.4mmt (+3% YoY, +7% MoM). Naphtha 1299 Wl 65 28
ATF 355 (497 1190  (70.5)
Based on OMCs’ earnings commentary, the outlook on marketing margins Do 0 49 33 o4
) . . Lubes & Greases 316 5.9 1,572 (16.4)
looks robust. With volume growth recovery likely from H2FY21, this O 8 LSHS 532 B2 2791 ©5)
outlook improves even further. Expected announcement of the BPCL Bitumen 662 583 2,684  (5.8)
divestment would provide additional impetus to a rerating for IOCL Petcoke 1394 (22 9064 55
Others 94 (48) 4930 (189
and HPCL. Total 17,777 21 86370 (17.6)

Source: PPAC

FIG1- QUARTERLY ROLLING CONSUMPTION GROWTH FOR PETROLEUM PRODUCTS
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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 October 2020, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 42 have BUY ratings, 14 have ADD ratings,
10 are rated REDUCE and 22 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 2025. 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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