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Equities - India Close Chg .% CYTD.% 
Sensex 38,901 0.7 -5.7 
Nifty-50 11,470 0.7 -5.7 
Nifty-M 100 16,819 0.8 -1.7 
Equities-Global Close Chg .% CYTD.% 
S&P 500 3,527 0.8 9.2 
Nasdaq 11,940 1.4 33.1 
FTSE 100 5,862 -1.7 -22.3 
DAX 12,974 0.2 -2.1 
Hang Seng 10,013 0.2 -10.3 
Nikkei 225 23,138 0.0 -2.2 
Commodities Close Chg .% CYTD.% 
Brent (US$/Bbl) 45 0.6 -32.8 
Gold ($/OZ) 1,970 0.1 29.9 
Cu (US$/MT) 6,709 0.2 9.1 
Almn (US$/MT) 1,781 1.0 0.0 
Currency Close Chg .% CYTD.% 
USD/INR 72.9 -1.0 2.1 
USD/EUR 1.2 -0.2 6.2 
USD/JPY 106.0 0.0 -2.4 
YIELD (%) Close 1MChg CYTDchg 
10 Yrs G-Sec 5.9 -0.18 -0.6 
10 Yrs AAA Corp 6.7 -0.19 -0.9 
Flows (USD b) 1-Sep MTD CYTD 
FIIs 0.07 3.66 2.30 
DIIs -0.11 -0.98 9.64 
Volumes (INRb) 1-Sep MTD* CYTD* 
Cash 655 655 545 
F&O 19,982 19,982 15,815 
Note: *Average 

Today’s top research idea  Market snapshot 

Chart of the Day: SBI Life Insurance (Steadfast lineage) 

SBI Life Insurance: Steadfast lineage 
 SBILIFE posted strong New business APE CAGR of ~21%, led by strong

distribution network and healthy execution. Also, renewal premium growth
remained strong (29% CAGR over FY16-20), supported by improved
persistency.

 The company’s strong parentage and wide branch network provides it with a
distinct distribution advantage over its peers – (a) helping it to maintain low
cost ratios, and (b) capitalizing the large clientele of SBI (449m), which
provides it with a long-term structural growth story.

 SBILIFE has reported an improvement in persistency trend over the years, led
by focus on garnering better quality business and need-based selling. It
maintains the highest 61st month persistency at 60% (v/s peers).

 SBILIFE is also looking to optimize its product mix and is focused on improving
its competitive positioning in the Protection/Annuity business. This should aid
VNB margin expansion to reach ~21% by FY23E, which should drive 17% CAGR
in VNB over FY20-23E. We initiate coverage on the stock with a Buy rating and
TP of INR1,000/share.

Cos/Sector Key Highlights 
SBI Life Insurance Steadfast lineage 
AGIC 2020 
Management Says 

Auto | BFSI | Banks/Insurance | Capital Goods | FMCG | 
Healthcare | Technology | Midcaps 

Automobile 
Aug-20 wholesales 

1. Mahindra & Mahindra; 2. Escorts; 3. Maruti Suzuki;
4. Hero MotoCorpr; 5. Eicher Motors; 6. TVS Motor; 7. Ashok Leyland 

Telecom AGR case reaches closure
Larsen & Toubro E&A sale complete – is the delay a blessing in disguise? 
ONGC In-line volumes; EBITDA beat on lower other expenditure 
NHPC Impact of rebate flowing through 
EcoScope GST collections decline 12% YoY in Aug’20 

VNB margins to improve to ~21% by FY23E 

Source: MOFSL, Company 

Operating RoEV to remain steady at ~18% levels 

Source: MOFSL, Company 
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GST collection at Rs 86,449 
crore in August 
Goods and service tax (GST) 
collections for August stood at Rs 
86,449 crore, the finance 
ministry said on Tuesday. The 
collections were nearly 12% 
lower than Rs 98,202 collected in 
the same month last year, and 
more than 1% down compared 
to July 2020… 

 
 

Affected telcos believe have already paid over 10% of total 
AGR dues, next payment due March 2022 
Bharti Airtel and Vodafone Idea believe they have already paid more 
than 10% of the total adjusted gross revenue (AGR) dues to the 
Department of Telecommunications (DoT) and that their first 
instalment towards paying their balance liabilities will be due in 
March 2022, people familiar with the matter said… 

 
 

UPI transactions hit a new 
high of 1.62 billion 
transactions in August 
Unified Payments Interface (UPI)-
based payments hit another 
record high, rising 8% sequentially 
and clocking 1.62 billion 
transactions in August, as per data 
released by National Payments 
Corp. of India (NPCI). In the same 
month a year ago, 918 million 
transactions were recorded… 

 
 

Car sales grow 17% in August 
on rural demand, stock 
building for festive season 
Driven by continued recovery in 
demand in small towns and rural 
markets and inventory building 
for the festive season, passenger 
car wholesales recorded double-
digit growth in August. 
Wholesale volumes reported by 
the leading carmakers such as 
Maruti Suzuki India Ltd, Hyundai 
Motor India Ltd… 

 
 

Power consumption almost at 
normal level, slump narrows 
to just 0.85% in August 
The slump in overall power 
consumption has narrowed to 
just 0.85 per cent in August at 
110.57 billion units (BU) amid 
considerable rise in economic 
activities and raised hopes that it 
would surpass normal level this 
month. Power consumption in 
August last year was at 111.52 
BU, as per power ministry data…  

 

Leading FMCG players start 
replacing Chinese raw 
materials with domestic ones 
Leading consumer product 
companies such as Hindustan 
Unilever, Dabur and Godrej 
Consumer Products have started 
replacing raw materials from 
China with local indigenous ones, 
as part of their strategy to either 
reduce or completely eliminate 
sourcing from the neighbouring… 

 
RBI's new current account 
norms make foreign banks 
jittery 
The Reserve Bank's new 
guidelines on current account 
have made the foreign banks 
jittery, as they will not be able to 
garner nil-interest funds from 
corporate in the name of 
providing better services than 
their domestic counterparts, said 
a senior banker… 

 
  

Kindly click on textbox for the detailed news link 

In the news today 
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https://economictimes.indiatimes.com/news/economy/finance/gst-collection-at-rs-86449-crore-in-august/articleshow/77873698.cms?utm_source=contentofinterest&utm_medium=text&utm_campaign=cppst
https://economictimes.indiatimes.com/industry/telecom/telecom-news/affected-telcos-believe-have-already-paid-over-10-of-total-agr-dues-next-payment-due-march-2022/articleshow/77877487.cms?utm_source=contentofinterest&utm_medium=text&utm_campaign=cppst
https://www.livemint.com/news/india/upi-transactions-hit-a-new-high-of-1-62-billion-transactions-in-august-11598955108412.html
https://www.livemint.com/auto-news/car-sales-grow-17-in-august-on-rural-demand-stock-building-for-festive-season-11598969834748.html
https://economictimes.indiatimes.com/industry/energy/power/power-consumption-almost-at-normal-level-slump-narrows-to-just-0-85-in-august/articleshow/77868537.cms?utm_source=contentofinterest&utm_medium=text&utm_campaign=cppst
https://economictimes.indiatimes.com/industry/cons-products/fmcg/leading-fmcg-players-start-replacing-chinese-raw-materials-with-domestic-ones/articleshow/77870437.cms?utm_source=contentofinterest&utm_medium=text&utm_campaign=cppst
https://economictimes.indiatimes.com/industry/banking/finance/rbis-new-current-account-norms-make-foreign-banks-jittery/articleshow/77874263.cms?utm_source=contentofinterest&utm_medium=text&utm_campaign=cppst
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BSE SENSEX S&P CNX   CMP: INR836  TP: INR1,000 (+20%) Buy 38,901 11,470 
 

 
 

Bloomberg SBILIFE IN 
Equity Shares (m) 1,000 
M.Cap.(INRb)/(USDb) 836.3 / 11.4 
52-Week Range (INR) 1030 / 520 
1, 6, 12 Rel. Per (%) -12/-8/-4 
12M Avg Val (INR M) 1714 
Free float (%) 39.3 

 
Financial snapshot (INRb) 
Y/E MARCH FY21E FY22E FY23E 
Net Premiums 469 553 657 
Surplus / Deficit 19.7 22.5 26.2 
Sh.PAT 16.1 18.3 21.5 
NBP gr- unwtd (%) 7.0 18.0 22.0 
NBP gr- APE (%) 6.2 14.3 21.5 
Premium gr (%) 16.0 18.2 18.9 
VNB margin (%) 19.5 19.7 20.7 
RoE (%) 17.1 16.9 17.3 
RoEV (%) 15.1 16.0 16.7 
Total AUMs  1,774 1,997 2,245 
VNB 21.8 25.1 32.1 
EV per share 303 351 410 
Valuations       
P/EV (x) 2.8 2.4 2.0 
P/EPS (x) 52.1 45.8 38.9 
 

Shareholding pattern (%) 
As On Jun-20 Mar-20 Jun-19 
Promoter 60.7 62.8 67.3 
DII 7.0 5.7 6.1 
FII 26.2 25.9 19.4 
Others 6.1 5.6 7.1 
FII Includes depository receipts 
 
Stock Performance (1-year) 

 
 

 SBILIFE is India’s largest private life insurer with an Individual WRP market share of 
13.3% in FY20. It offers a range of Savings/Protection products and has a distinct 
competitive advantage in distribution due to its strong parentage. SBILIFE has a wide-
spread network of 937 offices across the country with 130,418 productive agents and 
manages total AUM of INR1.6t as at Mar’20. 
 

 

Steadfast lineage  
Unmatched distribution; Steady return ratios  
 

 SBILIFE is India’s largest private life insurer with an Individual WRP market share 
of 13.3% in FY20. Over FY16-20, it posted strong new business WRP CAGR of ~21%, 
led by strong distribution network and healthy execution.  

 The company’s strong parentage and wide branch network provides it with a 
distinct distribution advantage over its peers, helping it to maintain low cost ratios 
and capitalize on the large clientele of SBI (449m), thus, providing it with a long-
term structural growth story.  

 SBILIFE has reported an improvement in persistency trend over the years, led by 
focus on garnering a better quality business and need-based selling. 13th month 
persistency improved to 86%. It maintains the highest 61st month persistency at 
60% (v/s peers), and thus, is supported by healthy growth in renewal premium. 

 SBILIFE is also looking to optimize its product mix and is focused on improving its 
competitive positioning in the Protection/Annuity business. This should aid VNB 
margin expansion to reach ~21% by FY23E, which should drive 17% CAGR in VNB 
over FY20-23E. Thus, we expect operating ROEV to improve to ~18% by FY23E. 

 We, thus, estimate SBILIFE to deliver 16% CAGR in embedded value (EV). We 
initiate coverage on the stock with a Buy rating and TP of INR1,000/share. 

 

Well placed to sail through challenges; market share gains to continue 
SBILIFE delivered ~21%/23% CAGR in new business/Individual WRP over FY16-
20, led by strong distribution network and healthy execution. It has 
strengthened its position with an individual APE based market share of ~13.3% 
(v/s 5.3% in FY13). We believe its distribution strength and product mix change 
would continue to aid market share gains. Also, renewal premium growth 
remains strong (29% CAGR over FY16-20), supported by improved persistency. 
Moreover, SBILIFE has increased its focus toward Non-PAR Savings/Protection 
mix, which forms ~16% of APE (v/s ~6% in FY18). Overall, we expect the share of 
Protection/Annuity to increase in the near term.  
 

Banca channel provides strong distinct competitive advantage v/s peers 
SBILIFE enjoys the distinct competitive advantage in distribution due to its 
parent SBI, which gives it access to the latter’s ~22k branches and strong ~130k 
agents (agency network) with high productivity. Moreover, SBILIFE has added 
other banca partners such as South Indian Bank, Punjab & Sind Bank, Allahabad 
Bank and Indian Bank. Notably, the banca and agency channels collectively 
account for ~96% of SBILIFE’s Individual APE. Also, SBILIFE remains keen on 
growing its proprietary and digital channels. Further, SBILIFE is expected to 
capitalize on the large clientele of SBI (449m), which provides it with a long-term 
structural growth story.  
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Best-in-class cost ratios; Uniquely placed to uphold leadership position 
SBILIFE has one of the lowest cost structures amongst peers. Interestingly, the 
company has steadily reduced its total expenses as a percentage of the gross 
written premium (GWP) from 15.9% in FY13 to 9.9% in FY20, led by its strong banca 
channel. Also, SBILIFE has lower banca commission rates (v/s peers), which allows it 
to maintain strong control on cost ratios. We expect SBILIFE to maintain its cost 
leadership with GWP remaining at ~10% over FY23E. This would help SBILIFE 
maintain higher margins on its products (v/s peers) and improve profitability. 
Overall, we expect SBILIFE to deliver PAT CAGR of 15% over FY20-23E.   
Persistency improves across cohorts – reflects strong quality of business 
SBILIFE reported an improvement in persistency trend over the years. This was led 
by focus on better quality business and need-based selling. 13th month persistency 
improved to 86% (v/s 79% in FY15). The entity maintains the highest 61st month 
persistency of 60% (v/s peers), which reflects its strong persistency and quality of 
underwritten business.    
Return ratios to improve; Expect 17% CAGR in VNB over FY20-23E 
Overall, we expect FY21E to be a weak year in terms of premium growth and muted 
VNB trends. However, premium growth should rebound from FY22E. SBILIFE is also 
looking to optimize its product mix with focus on the Protection/Annuity business, 
which should aid premium growth to reflect 15% CAGR. VNB margin expansion 
should reach ~21% and deliver 17% VNB CAGR over FY20-23E. Thus, we expect 
operating ROEV to improve to ~18% by FY23E.  
Initiate with Buy 
SBILIFE is in a sweet spot given its strong distribution network, cost leadership and 
access to its parent SBI’s large customer base. Overall, we expect operating ROEV to 
normalize toward 18% levels with Embedded Value (EV) reflecting 16% CAGR over 
FY20-23E. Thus, we value the company at INR1,000/share based on 2.8x FY22E EV. 
We initiate coverage on SBILIFE with a Buy rating. 
 

1-year forward P/EV chart for various insurers 

 
Source: MOFSL, Company 

 

Valuation summary of life insurance companies  
Val  
summary 

Rating MCap CMP TP Upside EPS (INR) EV/share (INR) VNB Margin (%) Op. RoEV (%) P/E (x) P/EV (x) 
FY22E (INR b) (INR) (INR) (%) FY21E FY22E FY21E FY22E FY21E FY22E FY21E FY22E FY21E FY22E FY21E FY22E 

HDFCLIFE Neutral 1,171 580 600 3 6.9 7.9 125 148 25.8 26.2 18.6 18.1 83.5 73.0 4.6 3.9 

IPRULIFE Buy 618 430 510 19 8.0 8.6 184 210 23.8 24.6 14.9 14.9 53.7 49.8 2.3 2.0 

SBILIFE Buy 836 836 1,000 20 16.1 18.3 303 351 19.5 19.7     17.1      16.9  52.1 45.8 2.8 2.4 
 

Source: MOFSL, Company 
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Key takeaways from Motilal Oswal Annual Global Investor Conference 2020  

 
 

Company Takeaway Impact 
Autos   

Eicher Motors 

A. Current status of operations: Production is now reaching 2,200-2,300 
units/day (similar to pre-Covid levels). Demand momentum remains 
good. Order book has increased further in Aug’20. 

+ ve 

B. Volume drivers over the medium term – (a) normalization in top-10 
cities (currently volumes at 15% v/s normal 20%), (b) addition of 500 
RE Studio Stores, which would give access to new markets and 
volumes, and (c) upcoming product launches (replacing Thunderbird – 
4-6k units/month). 

+ ve 

C. Replacement demand: Loyalty rate (repeat customers) for RE is 5-7% 
v/s 30-40% for other OEMs. With substantial volume ramp-up in the 
last 6-7 years, RE should see an increase in replacement demand from 
existing customers over the next 2-3 years. Part of the next three 
years product launch pipeline would be of interest to existing RE 
customers with differentiated products. 

+ ve 

D. Dealer network: RE currently has ~1,500 outlets (incl. RE Studios) and 
has potential to double its network from current levels. This should be 
mainly driven by RE Studios whereas main store addition could stand 
at 200-300. For every main store, it could have 2-3 RE Studio stores. 

+ ve 

E. Exports: It is aiming to increase share of export revenues to 15-20% 
over the next few years from the current 9-10%. Globally, middle-
weight motorcycles (250-750cc) have a market size of 0.7-0.8m units 
(excl. India) and are not fully tapped v/s the >750cc segment (market 
size at 1.1-1.2m). Plans are afoot to add 40-50 exclusive stores every 
12-15 months internationally.  

+ ve 

F. Make Your Own (MYO) initiative offering customization has been 
launched in six cities for a particular model of the Classic. In those 
markets, 10%  volumes for that model come from MYO. There would 
be a larger play in MYO with upcoming product launches and offerings 
from various digital platforms (as against dealerships currently). 

+ ve 

G. Margins: New platforms and models would have similar margins as 
current EIM’s model line-up. However, margin improvement would be 
driven by improving mix from higher international sales and non-
vehicle sales (both put together have potential to double from ~20% 
of sales currently) and return of scale (as utilization improves from 
<60% in FY20). 

+ ve 

H. EVs: RE has two prototypes and is currently working on its commercial 
viability. However, the EIM management is clear that the company 
would not be the first mover (but would be an early adaptor) in the EV 
space.  

+ ve 

 
  

‘MANAGEMENT SAYS’ 24 Aug - 4 Sept, 2020 
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Company Takeaway Impact 
BFSI   

AAVAS 

A. Disbursement volumes have reached 90% of prior-year levels in July 
and August. It would take one more quarter for the business to 
normalize. 

+ve 

B. Expect 30–40bp annual improvement in the expense ratio. +ve 
C. The moratorium rate has further declined in July and August. The 

moratorium rate as of June was 17% in HL and 20% in others. Credit 
cost should be similar to those in prior quarters; do not expect a big 
surprise on this front. 

+ve 

D. Competition is muted currently. Hence, AAVAS is getting good-quality 
business. 

+ve 
   

CREDAG 

A. High-single-digit/Low-double-digit AUM growth is expected this year. 
However, the company should grow at a 20–25% CAGR over the 
medium term. 

+ve  

B. 60% of growth would come from higher loans outstanding to existing 
customers and 40% from new customers (broken up into 25–30% 
from new customers in existing locations and 10–15% from new 
customers in new locations). 

Neutral 

C. 17% of customers did not pay in July (Maharashtra was higher at 
26%). Expect this to come down to the single digits post-Sep/Oct. 

  -  ve/ Neutral 

D. Collection efficiency has been stable (at 76% in August v/s 74% in 
June). Similarly, it has been good for Madura. As per the 
management’s understanding, restructuring is not applicable to MFIs. 
MFIN has formally written to the RBI for a clarification on the same. 

+ve/Neutral 

   

HDFC 

A. It would revert to prior-year disbursement levels by Nov/Dec. Good 
traction is seen in mass housing. 

+ve 

B. Do not expect more than 10–15% of the retail moratorium book to be 
stressed.  

+ve 

C. Deposit traction remains strong. The company would cut rates by 
115bp in 1HFY21. It raised NCDs at 5.4% recently 

+ve 

D. The transmission of interest rates has happened much better this time 
than in prior cycles. 

+ve 

E. It is considering the possibility of portfolio buyouts. Neutral 
   

IIFLWAM  

A. Confident on net new flows scaling up to INR120–150b in FY21. 
Additions in transaction assets would be offset by the shift from these 
assets to annual recurring assets. Hence, transaction assets are 
expected to be largely flat in FY21. ARR would grow at least 20–25% 
YoY in FY22. 

+ve 

B. Long-term yield should stabilize at 65–75bp (fee/distribution yield at 
50–55bp, NBFC at 10bp, and distribution/brokerage at ~10bp). Expect 
IIFLONE yield to reach 40–45bp over the next 12–18M (blended yield 
is currently at 25bp). 

C. L&T assets of INR100b are on a lower retention (25–30bp); it is 
confident of scaling this up (to 50–60bp). It seeks to leverage its 

+ ve 
+ ve 
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Company Takeaway Impact 
extensive presence in select southern cities. Synergy benefits would 
be reflected in 2Q/3Q.  

D. ARR assets have declined moderately, due to which fees are lower. 
This is largely attributed to MTM loss in 4Q; no dip has been reported 
in retentions and flows. 

- ve/ Neutral 

E. The retention ratio of clients with a vintage of >3/5 years is 99.9%. 
There is no significant correlation between client and employee 
attrition.  

+ ve 

F. It would like to bring down capital (ex-intangibles) to INR20b in FY22 
(currently at ~INR27b). Expect 14–15% RoE in FY21 and 20% RoE in 
FY22 (16–17%, including intangibles). 

+ve 

   

MMFS 

A. Currently, disbursements are at 50–55% of pre-COVID-19 levels. 
Expect normalized disbursements in 2HFY21. However, FY21 
disbursements would be 40–50% lower YoY. 

+ve/Neutral 

B. ~80% collection efficiency is seen currently on total billings. Around 
30% of customers have not paid in the past five months. A maximum 
of 15–20% of these customers could potentially be impacted and slip 
into the NPL category. 

+ve 
 

C. Restructuring would be done on a case-by-case basis. It would finalize 
a policy within 15 days. Maybe 4–5% of the book would be 
restructured. ~80% of moratorium customers were 0dpd as of 29th 
Feb. 

+ve 

D. A 70–80bp drop has been seen in overall cost of funds and 150bp 
drop in bond market cost to 7% in the past six months. Incremental 
cost of bank loans is at 7–7.25%. 

+ve 

   

PIEL 

A. Financial business RoE would be at 15–17% on a sustainable basis. + ve 
B. Borrowing costs are largely in the range of 9–10%, with few deals at 

<9%. Borrowing costs continue to fall. Its exposure to Commercial 
Papers is now at <INR10b. 

+ ve 

C. The company is seeing strong traction in CDMO (30+ orders related to 
COVID-19) and the Domestic Consumer business; the Critical Care 
business would take time to return to normal levels. Capacity 
utilization is currently at 70%. The Domestic Consumer Health 
business has achieved breakeven. 

+ ve 

D. Only one exposure more than 15% of networth was reported; 6 or 7 
exposures are at 6–7% of networth each, and 2 or 3 exposures are at 
~10% of networth. 

+ve 

E. It seeks multi-level partnerships in the Retail Lending platform; it 
plans to leverage its database / digital infrastructure. Until COVID-19-
related disruption persists, the company plans to focus on secured 
lending. 

Neutral 

Banks/Insurance   

Bank of Baroda  
A. The moratorium book, as per EMI payment of less than 2, would have 

been at 17% v/s 21% reported earlier. The moratorium pool has 
steadily declined over July’20/Aug’20 v/s earlier reported. 

+ve 
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Company Takeaway Impact 
B. It expects restructuring in Commercial Real Estate, Aviation, 

Hospitality, Road Assets, and Textiles. Overall, 5–6% of loans could be 
restructured. It does not expect restructuring in the top 20–30 large 
corporate accounts, while mid-sized over-leveraged accounts could be 
restructured. 

-ve 

C. The bank does not anticipate large defaults in the SME portfolio as the 
credit guarantee scheme would help borrowers revive their 
businesses.  

+ve 

D. The bank requires capital to manage the current challenging 
environment, and raising equity through Pref/QIP would be 
challenging as dilution would be significantly higher. Hence, the bank 
is in talks with the govt. for capital support and is also exploring 
various options, such as raising tier-I/tier-II bonds.  

-ve 

E. Post the merger, the bank has identified 1,300 branches for branch 
rationalization and already closed 1,000 branches. This would enable 
savings in rental cost and would reflect in the improvement of the C/I 
ratio.  

+ve 

   

HDFC Life Insurance 
Company 

A. Business update: New Business Premium is on an improving trend 
each consecutive month. Among the segments, Individual Protection 
trends remain strong. Savings growth is also slowly recovering and is 
expected to reflect single-digit growth in the latter part of the year. 
However, the Credit Life business would remain pressured as lending 
activity remains muted.   

+ve 

B. On the persistency front, ULIP would witness pressure, while the 
Protection segment remains steady. Overall, remain watchful on 
persistency in the near term as expect persistency in certain pockets 
to decline due to slowdown / job loss.   

-ve 

C. Digital investments have helped improve customer experiences; key 
operating metrics have also been positively impacted, with TAT having 
reduced significantly. TAT for policy issuances has reduced to <4 hours 
from 2 days previously.  

+ve 

D. Operating variance is likely to remain positive, supported by 
conservative assumptions. Cost ratios are also likely to stay within the 
estimated range. 

+ve 

E. HDFCLIFE would continue to have a balanced product mix strategy, 
with a focus on product innovation. Also, the focus is on building 
proprietary channels. Overall, HDFCLIFE aims to deliver absolute VNB 
growth at 20–25%, led by a steady trajectory in VNB margins.  

+ve 

   

Kotak Bank 

A. Business activity picks up: Jun’20 was better than May’20, while 
Jul’20 saw significant improvement. The uptick continues in Aug’20 as 
well, but remains far from normal levels. The bank expects normalcy 
to return by the latter part of FY21 or the initial quarters of FY22. 

-ve 

B. CV portfolio: This witnessed higher moratorium under Moratorium 
1.0; however, it has improved under Moratorium 2.0. Collections have 
started to pick up, with Jun’20 and Jul’20 witnessing higher trends. 

-ve 
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Company Takeaway Impact 
Toll collections and fast tag usage imply activity levels have reached 
75–80% of normal levels. The CE portfolio also witnessed higher 
moratorium due to cash flow problems; however, collections have 
improved, and the portfolio is behaving better than the CV book. 

C. Restructuring: The bank would be selective in offering restructuring to 
impacted borrowers after assessing their cash flows and recovery 
plans. Multiplexes, hotels, and restaurants are among the sectors 
badly impacted, while demand for the remaining sectors is gradually 
returning. Moratorium under the corporate book was very low, while 
that in the SME book was higher and could thus see some 
restructuring. The overall impact on asset quality is likely to be 
visible over the next six months. In case of consortium lending, the 
bank believes it to be difficult to implement a restructuring plan v/s 
borrowers for which the banks are the sole lenders. 

-ve 

D. Deposits: Deposit traction has been strong, and the focus would 
remain on garnering deposits, particularly CASA and retail deposits. 
Customer behavior has been intact and seen an increase despite a 
sharp reduction in deposit rates. Even after the current reduction in 
deposit rates, the differential in savings deposit rates with other major 
banks is higher at ~75bp. 

+ve 

E. Advances: The bank is not chasing/targeting any loan growth and 
remains cautious. It had already slowed its growth momentum in 
unsecured retail segments such as Credit Cards and Personal Loans 
over the past two quarters and would remain cautious. Segments such 
as Mortgages and Tractors could see higher growth in the coming 
quarters. 

Neutral 

Capital Goods   

Crompton Greaves 
Consumer Electricals  

A. Recent demand trend and channel inventory levels: The recent 
demand trends have been encouraging with B2C business likely in 
growth territory. At the dealer level, the company is able to track 
sales. Secondary sales are equal to primary sales. So, there is not 
much inventory buildup at channel level as of now. 

+ ve 

B. B2B Lighting:  Demand headwinds remain as industry-led spending is 
still muted.  

- ve 

C. B2C Lighting: Conversion from conventional lighting to LED bulbs still 
has momentum. Did not witness any irrational price cuts in the last 
one year. Gross margin in this business is at the highest level since the 
last 5-6 quarters, which indicates price erosion in LEDs has bottomed 
out. 

+ ve 

D. Fans: Fans showcased best growth over the last five years up to 
Feb’20. This category should continue growing in double-digits.  

+ ve 

E. Channel Financing:  Crompton provides channel financing to dealers 
with capacity to grow (but who lack finances). Management does not 
believe in merely providing this facility for balance sheet dressing. The 
current outlay stands at INR2b. 

+ ve 

F. Cash utilization: Crompton remains a willing buyer for any acquisition, + ve 
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which meets its long-term strategic target. While doing an M&A is 
easy, making it successful in the long run is difficult. Management has 
not seen any incremental opportunity as yet during the lockdown 
period even through it believes that the crisis might be the opportune 
time for and acquisition. If the company fails to find a way to deploy 
excess cash on the book, it will look at other options (dividends, 
buybacks, etc.). 

G. Go-to-Market (GTM) strategy: Compared to earlier, brand Crompton 
now has direct presence in several geographies. For a new product, its 
true metric is not only gauged by the number of units sold, but is also 
dependent on it being adequately placed in many retail stores and its 
frequency of sales. GTM has helped the brand focus on minute areas, 
in terms of presence, like army canteens and smaller towns (50-100k 
population). 

+ ve 

FMCG   

Dabur  

A. Outlook for both rural growth and herbal products remain robust. 
Dabur has among the highest rural exposure at 48% of domestic sales 
and the widest herbal portfolio (31% of domestic sales).  

+ ve 

B. Most Home and Personal Care (HPC) segments (barring skin care) have 
recovered currently (v/s 1QFY21). Dabur has continued gaining share 
in all its key HPC categories of hair oil, oral care, shampoos (where it is 
the only Ayurvedic player) and sanitizers.   

+ ve 

C. Commodity environment remains benign. Low crude related costs are 
boosting margins in several categories. Moreover, better engineering 
of packaging in several products should lead to further savings in 
material costs over the medium term.  

+ve 

D. E-Commerce has doubled as a proportion of sales over FY20 and is 
likely to contribute ~5% of Dabur’s sales for the company in FY21. It is 
launching several products like a new baby-care range – exclusively for 
e-commerce   

+ ve 

E. In the international business, outlook remains good for SAARC, Sub-
Saharan Africa, the US, Turkey and Egypt. However, it is weak in the 
Middle East and North Africa (MENA), which contributes 40% of 
Dabur’s international business sales. Management expects bounce-
back in growth to mid-to-high single-digits in the international 
business after two more quarters. 

Marginally 
 - ve  

Healthcare   

Alkem Lab 

A. Outlook for Domestic Formulations (DF) improving gradually: Alkem 
Labs (Alkem) highlighted that prescription trends are improving MoM, 
while they remain much slower on a YoY basis. Particularly, the 
number of doctors resuming clinic visits and the number of patients 
visiting doctors have improved products sales in Acute Therapies. The 
Trade Generics segment also remains on a better growth path over 
the near-to-medium term on account of strong brand recall and the 
reduced stocking of smaller brands by chemists. Interestingly, ALKEM 
is gradually enhancing marketing and promotion cost, aligning it with 

+ ve 
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the sales outlook.  

B. Minimal impact from consolidation of e-pharmacies: While 
significant consolidation has been seen in e-pharmacies, they account 
for just 3% of the Indian Pharma market currently. The remaining 97% 
is composed of traditional distributors – stockists and retailers. Also, 
Alkem continues to focus its marketing efforts on prescribers 
(doctors); the change in the mode of distribution would have a 
minimal impact on the DF business. 

C. US business poised for better growth in revenue/profitability: Alkem 
has about 60 ANDAs pending approval; these comprise a good mix of 
Para III and Para IV filings. Alkem intends to launch 10–12 products 
every year in the US market. Considering its diversified portfolio and 
new product launches in the first wave of generics, the gross margin 
for the US business is expected to improve. Furthermore, with a 15% 
CAGR expected in US sales over the next 2–3 years, capacity utilization 
would also improve going forward, thereby driving operating leverage 
as well.  

+ ve 

D. Building differentiated portfolio of controlled substances / 
biosimilars for US market: In addition to oral solids, Alkem is 
developing a portfolio of controlled substances (to be manufactured 
at its US facility) and biosimilars. The meaningful traction of 
biosimilars would be visible FY26 onward.  

+ ve 

E. Better dividend payout expected going forward: Alkem has largely 
completed the major capex phase over the past 3–4 years. Free cash 
flow is expected to increase going forward. Accordingly, Alkem 
intends to increase the payout to shareholders going forward. 

+ ve 

   

Aurobindo  

A. Adding multiple growth levers: ARBP’s future pipeline comprises 
differentiated and margin-accretive products in the domains of 
Oncology, Hormones, Depot Injections, Inhalers, Biosimilars, Vaccines, 
Topicals, and Patches. 

+ ve 

B. Building Respiratory portfolio comprising Inhalers/Nasals: ARBP is 
currently working on six MDIs (metered-dose inhalers) and two DPIs 
(dry powder inhalers). It has recently filed one MDI inhaler generic 
and is expected to file another by end-FY21. ARBP is developing five 
nasal sprays, of which one is already filed. ARBP intends to file the 
remaining products over the next three years. 

+ ve 

C. Development of Biologics portfolio also on track: ARBP intends to 
build a basket of 14 biosimilar products catering to Oncology, 
Rheumatology, and Ophthalmology. Around five products would be in 
the first wave of launch over the next 2–3 years.  

+ ve 

D. Working on Topicals/Transdermal opportunities in Dermatology: 
ARBP has identified 37 products in the Topicals segment, of which 26 
are under development. ARBP has filed three ANDAs and received 
tentative approval for one ANDA. ARBP aims to take exhibit batches 
for five transdermals and aims to file the first ANDA in FY21. 

+ ve 

E. Depot Injections under development: The clinical trials for the first + ve 
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depot injections would begin in 3QFY21, and their filing is expected in 
3QFY22. Overall, ARBP is working on three depot injections with an 
addressable market size of USD3.3b. 

F. Outlook for Injectables gradually improving in US: The Injectables 
business was largely impacted in 1QFY21 due to delayed surgeries and 
lower OPD visits on account of COVID-19; however, 2QFY21 is guided 
to be better than 1QFY21, albeit normalized levels are yet to be 
achieved. 

+ ve 

G. Excess cash deployment: ARBP is almost debt-free, with a net debt to 
equity ratio of 0.08x. With the remaining cash (post-capex), ARBP is 
focused on participating in the PLI (production-linked incentive 
scheme), giving out aggressive dividends, and taking up risk mitigation 
activities. 

+ ve 

   

Cadila Healthcare  

A. Efforts on course to build niche products: CDH has invested ~INR15b 
to date in building a differentiated portfolio comprising NCEs (New 
Chemical Entities), Biologics, Vaccines, and Complex Generics as 
future growth drivers. Specifically, in the case of Vaccines, CDH is 
working on 15 products with a global addressable market of USD14b. 
Specifically, supplies for the India market and WHO would constitute 
USD1.9b in terms of market size.  

+ ve 

B. Robust product buildup in progress in Complex Generics for US: CDH 
has a strong pipeline (95 – Complex Generics / 47 – Injectables / 36 –
Topicals / 42 – Oncology) of approved as well as under-approval 
products. Specifically, Complex Generics filings would be completed 
by FY22. The other product categories would be filed over the next 3–
4 years. The addressable market size of products filed and awaiting 
approval stands at ~USD6b; 39 products under development have an 
addressable market size of USD20b. CDH is on track to launch 30 
products over the next 12–15M.  

+ ve 

C. Saroglitazar/Desidustat leads NCE pipeline: In the NCE segment, 
specifically in the case of Saroglitazar, CDH intends to look for a 
partner before commencing Phase III clinical trials in a meaningful 
way. Desidustat is undergoing clinical trials in Mexico as a potential 
drug for COVID-19 treatment. 

+ ve 

D. Site transfer / Desktop audit to mitigate regulatory risk: CDH has 
already completed the site transfer of two injectables from its 
Moraiya facility to its Liva facility and has 10+ injectables awaiting 
approval for site transfer. Once the remediation measures are 
complete, CDH may request the USFDA for a desktop audit at 
Moraiya. Apart from Liva and Moraiya, CDH has two additional 
USFDA-approved sites to manufacture injectables. 

+ ve 

E. Progress on clinical trials for COVID-19 vaccine on track: CDH expects 
Phase II trials related to the COVID-19 vaccine to be completed in ~2 
months. Thereafter, it would undergo larger Phase III trials for efficacy 
and should be available to the population at large in 1QCY21, if the 
vaccine is found to be effective. CDH currently has 100m units of 

+ ve 
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manufacturing capacity for the same. As the vaccine has to be stored 
at less than 25 degrees Celsius, CDH is also making the necessary 
arrangements for SCM. 

F. Changed strategy in DF yielding better results: In 1QFY20, CDH 
implemented the two-pronged strategy of mass and specialty in the 
DF segment. Its aim with mass products is to grow reach; with 
specialty products, it targets increasing the depth of its relationship 
with prescribers. The slowdown on account of COVID-19 has 
dampened growth in the DF business. However, CDH expects 
improved results from the changed strategy as the situation 
normalizes. 

+ve 

   

Dr Reddy’s Lab 

A. US on track to build portfolio of 300 products over next 3-4 years: 
DRRD has commercialized ~120 products till date in the US generics 
space. The products launch momentum should be robust (25 
expected in FY21). Considering the R&D spends and ANDA filings 
pace, DRRD remains confident of building a portfolio of 300 products 
over the next 3-4 years. 

+ ve 

B. Product Specifics for developed market: DRRD is yet to get a court 
hearing date on g-Revlimid. Subject to certain conditions, launch of g-
Revlimid in the Canada market (~USD1b market size) should happen 
in 2021/22. DRRD has submitted a reponse related to deficiencies of 
g-Copaxone. It expects to take 8-10M for approval. It is working on 
issues related to g-Nuvaring and intends to complete the work and 
submit responses by 3QFY21. 

+ ve 

C. Domestic formulation (DF) traction improving: Compared to 10% YoY 
decline in 1QFY21, DRRD has witnessed gradual recovery in DF sales. 
Nevertheless, DF performance remains much lower than pre-COVID 
levels. 2QFY21 could have low-digit positive growth in DF business 
YoY. 

+ ve 

D. Wockhardt integration smooth; Synergy benefits better than 
expected: Despite the COVID situation, DRRD has been able to 
successfully integrate the domestic formulation business acquired 
from Wockhardt. Only 10 10 days of sales (~INR200m) were 
accounted for in 1QFY21. On the current field force strength of 
~5,000, due to the Wockhardt deal, another ~2000 have been added. 
DRRD intends to retain most of them. Considering minimum overlap 
of Wockhardt portfolio with the existing one and smooth transition, it 
expects improved growth outlook in the DF business. 

+ ve 

E. On track to build biosimilar portfolio for the US/emerging markets: 
DRRD’s Phase III clinical trials related to Rituximab is progressing well. 
Simultaneously, it is also exploring strategic partnerships for the 
same. It has also filed peg-filgrastim in CY20. Expansion of biosimiar 
portfolio remains one of the key strategies for growth in emerging 
markets like Russia, China, Brazil, South Africa and Ukraine. 

+ ve 

F. Favorably placed to benefit from API opportunity: While demand has 
been largely stable, significant disruption was witnessed on the supply 

+ ve 
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side, with better inclination toward Indian suppliers’ v/s the Chinese. 
This has benefitted DRDD as well. DRRD is well placed to benefit from 
the API opportunity due to addition of new molecules and sufficient 
capacity. 

Technology   

Mphasis  

A. Outlook: Mphasis is seeing all-round growth. Its investment in the 
Digital Risk business has resulted in volume growth and reduced the 
cyclical nature of the business. Furthermore, given that the company 
is trying to increase its share of the Direct business, the management 
is confident of delivering industry-leading growth in FY21, with 
sequential growth going forward. 

+ ve 

B. Margins: The COVID-19 impact is visible on the margins. Reduction in 
travel and infrastructure expenses has been offset by investments in 
technology to enable WFH. However, the company has significant 
tailwinds with regard to its Direct business, which is a high-margin 
business. The management is comfortable with maintaining its EBIT 
margins at 15.5–16.5%.  

+ ve 

C. Demand: The deal pipeline continues to be healthy and is larger than 
it was in the pre-COVID-19 era. Furthermore, the management stated 
that the pipeline has larger deals than the company has ever signed in 
the past. The company has seen strong deal wins in the last couple of 
quarters and added some new logos. However, the execution of these 
deals is slower primarily due to the client still getting used to work 
policies in the new normal. 

+ ve 

D. DXC: Management stated that DXC is unlikely to be a growth driver 
for the company for the next couple of years. This is largely due to 
changes happening in DXC’s business. Management has visibility up to 
Sept 2021, by when it is confident of delivering more than minimum 
revenue commitment (MRC). Post Sept’21, management does not 
expect it to completely fall of but would be less as % of its revenues. 

- ve 

E. Blackstone: In the case of the Blackstone portfolio, the company is 
careful in selecting customers and onboarding those with significant 
scale of opportunity. Management is confident that growth would be 
double the company’s average growth rate, if not more. Since this is a 
small base, growth would not particularly reflect in absolute numbers. 

+ve 

   

Wipro  

A. Outlook: 2Q is a quarter of stability; it should see growth from 3Q. 
Cash flow generation is expected to continue to be healthy. 

+ ve 

B. Margins: It has managed margins well with its cost-related measures 
in 1Q. Growth should aid margins going forward. It would maintain 
margins in a narrow band in the near term. 

+ ve 

C. Demand: It has a good mix of large and small deals in the market. 
Decisions are still a little slower than pre-COVID-19 levels, but there is 
a lot of intensity in sales activity. The deal pipeline continues to be 
healthy. The order book is better than it was last year. Large 
consolidation deals are also taking longer. 

+ ve 
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D. Verticals: BFSI is expected to be moderate in the near term; it should 

see good growth after a couple of quarters. BFSI organizations are 
strongly positioned v/s GFCs (2008). Healthcare should also perform 
moderately in the near term. A leadership change in Healthcare, 
coupled with a healthy deal pipeline, renders the sector outlook 
promising. Energy and Utilities and Manufacturing face certain 
challenges and would take some time to fully recover. 

+ ve 

E. Capital allocation: The board would soon decide on the same. Expect 
payout to be at 45–50% in the form of buybacks + dividend. 

+ve 

Midcaps   

UPL 

A. Guidance: Maintain revenue growth guidance of 6–8% and EBITDA 
growth guidance of 10–12% (as guided on the 1QFY21 earnings call). 

 

B. Key products that would drive growth: Sparto, Acephate, and Glory 
(metribuzin mixture) are key products that could witness exponential 
growth. 

+ ve 

C. Benefit of lower RM prices: Raw materials prices have declined, and 
companies are not passing on this benefit to the consumer. As a 
result, this would aid margin expansion. 

+ ve 

D. The company has a strong pipeline of combination products, which 
would aid growth at higher than the industry growth rate. 

+ve 

E. Total net debt reduction of USD500m in FY21 would be aided by: (i) 
cash flow generation of USD200–250m from internal accruals, (ii) 
some savings in one-off cost, which was present last year, and (iii) 
improvement in working capital. 

 

F. Company is looking to enter into phosgene chemistry going forward.   + ve 
 G.   

Astral Poly Technik 

A. Outlook: The company’s sales in the Pipes segment were at 90% of 
last year’s levels, whereas it is seeing growth in the Adhesives 
segment. It expects pent-up demand to emerge in the Pipes segment 
in Nov’20 as real estate construction activity is likely to commence by 
then. 

+ ve 

B. Industry consolidation: Currently, PVC prices have reached near 
record highs due to the scarcity of supply. This is because some of the 
supply globally has gone off the market, resulting in a price increase. 
Due to the shortage of supply, smaller players in India are not able to 
source the raw material they need, which should aid consolidation in 
the sector. Additionally, higher PVC prices have raised the working 
capital requirements of smaller players. This is likely to increase the 
pace of consolidation in the industry due to a liquidity crunch.   

- ve 

C. Adhesives segment: In the Adhesives segment, the company is 
operating at 35% capacity utilization. Thus, do not expect material 
capex in the near term. Segment sales would be driven by an increase 
in the distributor count, and margin expansion would be driven by 
operating leverage.  

+ ve 

D. Capex: The company had earlier planned capex of INR600–700m; this 
has now increased to INR1,000m as the company had to procure 

+ ve 
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some machinery on an urgent basis. Additionally, the company would 
be launching new products by Oct/Nov’20.  

   

TTK Prestige 

A. Logistics and manpower issues: The company has faced huge supply-
side disruption as most of its suppliers use immigrant labor. The 
unavailability of labor, coupled with inadequate transportation 
services, has impacted inventory significantly. 

 

B. Zero dependence on China: 30th Sept’20 onward, the company’s 
dependence on China would be down to zero. Earlier, it was 
dependent on China for ~30% of its RM supply (five years ago), which 
the company has gradually reduced. Pricing and costing are as 
competitive as that of China. 

+ ve 

C. Online sales: Online sales surged to 30%, resulting in improved 
revenue contribution from this avenue. Corresponding share of 
modern trade dropped to 3% (due to lockdown) from 15%. However, 
with daily activities returning to normal, share of modern trade is 
expected to return to initial levels. 

 

   

Lemon Tree Hotels  

A. Supply destruction: 10–15% of supply in the Hotel industry would be 
lost as standalone properties may find it difficult to survive in the 
current times (primarily due to cash crunch). The company seeks 
opportunities for acquisitions or to enter into new management 
contracts with stressed standalone hotels. 

+ ve 

B. Rights issue: The company plans to raise INR1,000–1,500m by rights 
issue to maintain its liquidity position and service debt.  

 

C. New income avenues: New revenue sources initiated by the company 
consist of quarantine facilities for people returning from abroad, 
catering facilities for hospitals, and catering to MNCs’ demands for 
their staff stranded in India. All these new avenues have resulted in 
positive EBITDA for the company. 

+ ve 

D. Cost rationalization: The company has managed to reduce employee 
cost by 47%, without laying off a single employee, as the senior 
management has taken significant pay cuts. Some cost-cutting 
measures shall also persist post-COVID-19, which should increase the 
EBITDA margin by 500–700bp.  

+ ve 

   

Fine Organics  

A. The business is at pre-COVID-19 levels; however, due to travel 
restrictions, the company is facing difficulties in acquiring new 
businesses. New business development with customers requires that 
the company employee be physically present in order to discuss 
technical details.  

 

B. The company is maintaining its cash position for expansion purposes 
and would seek inorganic acquisitions (nothing is currently being 
evaluated by the company). The company does not have prior 
experience in acquisitions and would thus attempt a small 
acquisition.    

+ ve 

C. The company plans to establish further capacities outside of India as 
this would provide them with the advantage of being nearer to the 

+ ve 
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customer. The company does not expect the cost structure to 
materially change when operating in foreign countries v/s India given 
the nature of its products.  

   

LT Foods 

A. Double-digit growth with increasing market share: LT Foods is 
targeting double-digit sales growth in FY21 on the back of the 
resumption of normalcy across operations and businesses. It faces 
fierce competition from KRBL; however, both KRBL and LT Foods are 
gaining market share as many small and unorganized players are 
facing operational issues (due to cash crunch). LT Foods is also gaining 
market share in international markets (primarily the Middle East). 

+ ve 

B. Kari Kari: The company is targeting INR500m in sales from ‘Kari Kari’ 
(a product launched under JV with Japan’s largest rice crackers – 
Kameda Seika). Margins are expected to achieve breakeven over the 
next 2–3 years, as the company plans to cater to the premium 
segments. The product has already been launched in three cities.   

+ ve 

C. Paddy sourcing: 50–60% of paddy, which is susceptible to price 
fluctuation in the market, is directly sourced from farmers. The 
company expects a 7–8% increase in paddy prices in FY21. It currently 
has 130k MT of paddy inventory, acquired at an average price of 
INR26/kg. 

+ ve 

D. Outlook: WC days are expected to reduce by 8–10 days. On the other 
hand, the gross margin would improve by 90bp on improvement in 
the product mix over the next 2–3 years, leading to improvement in 
RoIC.  

+ ve 
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Mahindra & Mahindra 
CMP: INR608 TP: INR723 (+19%) Buy 
 
Above est.; Volumes grow 7.8% YoY to 54.9k  
Tractors surprise positively; UV volumes in line with estimates 
 
 M&M’s tractor volumes surged 65% YoY to 24.5k units (v/s est. 21.5k units). We 

have factored in 6.5% volume growth for FY21E, implying 14% residual growth 
or 29.4k units. 

 UVs (incl. pick-ups) stood flat YoY at 29.9k units (in-line). Domestic passenger 
UVs grew ~3% YoY while domestic pick-ups grew 9% YoY. We estimate UV 
volumes to decline 15% in FY21E, implying 14.9% residual growth or run-rate of 
36.8k units.  

 3W volumes plunged 94% YoY to 307 units.  
 Commenting on the performance, Mr. Veejay Ram Nakra, Chief of Sales & 

Marketing, Automotive Division of M&M Ltd. said, “At Mahindra, we continue 
to see good recovery in demand both for SUVs and Pick-ups in the Small 
Commercial Vehicles segment. For the month of August, we have registered 
growth in both SUVs and Pick-ups. We have been able to meet the uplift in 
demand by managing the supply chain challenges and going forward will 
continue to keep our focus on it.” 

 Commenting on the performance, Hemant Sikka, President – FES Sector, M&M 
Ltd. said, “The Tractor industry growth continues to remain strong in August. 
This is primarily on account of continued positive sentiment, due to increase in 
Kharif sowing area, thereby indicating a bumper harvest, bountiful monsoon, 
good rural cash flows and base effect. We expect rural sentiments to remain 
positive and translate into robust tractor demand as we move into the festive 
period. In the exports market, we have sold 955 tractors, a growth of 1% over 
last year.” 

 The stock trades at core P/E of 12.8x FY22E S/A EPS and 1.3x core P/B. Maintain 
Buy.  

 
 

Snapshot of volumes for Aug-20                 
 

    
  YoY     MoM           Residual 

Growth 
(%) 

Residual 
Monthly 
Run rate 

FY21 YTD  
Monthly 
Run rate Company Sales Aug-20 Aug-19 YoY (%) 

chg Jul-20 MoM (%) 
chg 

FY21 
YTD FY20 YTD  (%) chg FY21 

estimate Gr. (%) 

Mahindra & 
Mahindra 54,884 50,902 7.8 51,080 7.4 201,272 329,075 -38.8 705,068 -9.4 12.2 71,971 40,254 
   UV (incl. pick-ups) 29,917 29,883 0.1 25,470 17.5 84,852 178,683 -52.5 342,193 -15.0 14.9 36,763 16,970 
   LCV & M&HCV 202 829 -75.6 125 61.6 461 6,050 -92.4 6,511 -42.3 15.8 864 92 
   Three-Wheelers 307 5,373 -94.3 83 269.9 442 23,183 -98.1 34,825 -44.0 -11.8 4,912 88 
   Tractors 24,458 14,817 65.1 25,402 -3.7 115,517 121,159 -4.7 321,539 6.5 14.0 29,432 23,103 
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Stock Info 
Bloomberg MM IN 
Equity Shares (m) 1,209 
M.Cap.(INRb)/(USDb) 755.7 / 10.3 
52-Week Range (INR) 649 / 246 
1, 6, 12 Rel. Per (%) -3/32/11 
 
Financials Snapshot (INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 455 425 496 
EBITDA 58.0 55.4 66.8 
Adj. PAT* 35.8 33.7 42.1 
Adj. EPS (INR) 30.0 28.2 35.3 
EPS Gr. (%) -30.3 -5.8 25.0 
BV/Sh. (INR) 290 313 339 
Ratios       
RoE (%) 9.7 9.0 10.4 
RoCE (%) 5.9 8.3 9.6 
Payout (%) 24 21 26 
Valuations       
P/E (x) 20.3 21.5 17.2 
P/BV (x) 2.1 1.9 1.8 
Div. Yield (%) 0.4 0.8 1.2 
FCF Yield* 0.2 4.0 6.4 
*incl.MVML 
 
 
 

http://ftp.motilaloswal.com/emailer/Research/AUTO_Volume-20200901-MOSL-SU-PG008.pdf
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 Escorts 
CMP: INR1,111 TP: INR1,175(+6%)                  Neutral 

Above est. at 7.3k units, up 80% YoY 
Easing in supply chain constraints enabling replenishment of inventory 
 
 Tractor dispatches grew ~80% YoY to 7.3k units (v/s est. 5.9k units) in Aug’20. 
 Domestic sales grew 79% YoY, while exports surged ~90% YoY. 
 We are estimating ~13% growth in volumes for FY21E, implying 18.5% residual 

growth or monthly run-rate of ~9.5k units. 
 The stock trades at 18.3x/15.9x FY21/FY22E EPS. Maintain Neutral. 
 
Management commentary: The market sentiment remains highly positive with 
good monsoons, better Kharif sowing, crop prices holding up really well and good 
supply of retail finance. We remain optimistic for the coming festive months.  The 
supply side situation improved significantly as compared to last month. We are 
currently operating close to peak capacity now. In Aug’20, we could build some 
inventory both at dealer and depots, which since the last few months it is at very 
low levels. 
 
 
 
 
 
 
 

Snapshot of volumes for Aug-20                       
        YOY MoM   

 Residual 
Growth 

(%) 

Residual 
Monthly 
Run rate 

FY21 
YTD 

Monthly 
Run rate 

  Aug-20 Aug-19 YoY (%) 
chg Jul-20 MoM (%) 

chg 
FY21 
YTD 

FY20 
YTD (%) chg FY21 

estimate 

YoY 
(%) 
chg 

Escorts 7,268 4,035 80.1 5,322 36.6 30,740 29,946 2.7 97,200 13.0 18.5 9,494 6,148 
Domestic 6,750 3,763 79.4 4,953 36.3 29,393 28,390 3.5 91,783 11.6 15.8 8,913 5,879 
Exports 518 272 90.4 369 40.4 1,347 1,556 -13 5,418 44 84.2 582 269 

 
  

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg ESC IN 
Equity Shares (m) 123 
M.Cap.(INRb)/(USDb) 149.8 / 2 
52-Week Range (INR) 1211 / 450 
1, 6, 12 Rel. Per (%) -5/41/114 
 
Financials Snapshot (INR b) 
Y/E MARCH 2020 2021E 2020E 
Sales 58.1 61.8 70.1 
EBITDA 6.6 8.3 9.3 
EBITDA Margin (%) 9.6 11.7 11.5 
Adj. PAT 4.8 6.3 7.2 
EPS (INR) 54.0 62.4 71.6 
EPS Gr. (%) 1.4 15.5 14.8 
BV/Sh. (INR) 350.7 469.4 536.1 
Ratios       
RoE (%) 16.6 16.0 14.2 
RoCE (%) 21.4 21.2 18.8 
Payout (%) 5.7 6.8 6.8 
Valuations       
P/E (x) 20.6 17.8 15.5 
P/BV (x) 3.2 2.4 2.1 
EV/EBITDA (x) 14.5 11.5 9.7 
Div. Yield (%) 0.2 0.3 0.4 
FCF yield (%) 4.4 3.7 3.9 
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Maruti Suzuki 

CMP: INR6,909 TP: INR7,200 (+4.2%) Buy 
 
In-line; Volumes grow 17% to 124.6k (v/s est. 126.4k) 
Domestic sales grew ~20% YoY driven by 95% growth in entry-level cars 
 
 MSIL’s Aug’20 wholesales were up ~17% YoY to 124.6k units (v/s est. 126.4k 

units).  
 Domestic volumes grew by ~20% YoY to 116.7k units (v/s est. 118k units).  
 As expected, mini (+95% YoY) and compact (+12%) saw good recovery. 

Surprisingly, UVs also saw strong growth of 13.5% YoY, despite higher 
competitive intensity. 

 Export volumes declined 15% YoY to 7.9k units (v/s est. 8.2k).  
 We are estimating FY21E volumes to decline ~13.9% YoY, implying a residual 

growth of 9.7% or run-rate of ~148k units. 
 The stock trades at 45.4x/28.6x FY21/FY22E earnings. Maintain Buy. 
 
 
 
 
 
 
 
 
 

Snapshot of volumes for Aug-20                 
 

    
  YoY   

 
MoM           Residual 

Growth 
(%) 

Residual 
Monthly 
Run rate 

FY21 YTD  
Monthly 
Run rate Company Sales Aug-20 Aug-19 YoY (%) 

chg Jul-20 MoM (%) 
chg 

FY21 
YTD FY20 YTD  (%) chg FY21 

estimate Gr. (%) 

Maruti Suzuki 124,624 106,413 17.1 108,064 15.3 309,287 618,271 -50.0 1,345,280 -13.9 9.7 147,999 61,857 
LCVs 2,292 1,555 47.4 2,232 2.7 5,713 9,855 -42.0 16,116 -26.0 -12.8 1,486 1,143 
Vans 9,115 8,658 5.3 8,501 7.2 23,036 51,131 -54.9 95,942 -19.0 8.4 10,415 4,607 
Mini Segment 19,709 10,123 94.7 17,258 14.2 49,420 79,593 -37.9 225,847 -8.9 4.9 25,204 9,884 
Compact (incl Dzire 
Tour) 63,335 56,607 11.9 52,836 19.9 149,991 325,589 -53.9 704,519 -13.2 14.0 79,218 29,998 
Mid Size - CIAZ 1,223 1,596 -23.4 1,303 -6.1 3,271 12,696 -74.2 15,407 -39.0 -3.4 1,734 654 
UVs 21,030 18,522 13.5 19,177 9.7 53,607 92,684 -42.2 206,361 -12.3 7.1 21,822 10,721 
Total Domestic 116,704 97,061 20.2 101,307 15.2 285,038 571,548 -50.1 1,264,193 -13.4 10.2 139,879 57,008 
Export 7,920 9,352 -15.3 6,757 17.2 24,249 46,723 -48.1 81,088 -20.6 2.5 8,120 4,850 

 
  

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg MSIL IN 
Equity Shares (m) 302 
M.Cap.(INRb)/(USDb) 2087.1 / 28.3 
52-Week Range (INR) 7755 / 4002 
1, 6, 12 Rel. Per (%) 7/8/9 
 
Financials Snapshot(INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 756.1 649.5 786.3 
EBITDA 73.0 54.0 91.5 
Adj. PAT 56.5 45.6 72.0 
Adj. EPS  188.0 152.1 241.8 
EPS Gr. (%) -25.8 -19.1 59.0 
BV/Sh.  1,603 1,682 1,848 
Ratios       
RoE (%) 11.7 9.0 12.9 
RoCE (%) 14.6 11.2 16.4 
Payout (%) 51.6 48.0 30.4 
Valuations       
P/E (x) 36.8 45.4 28.6 
P/BV (x) 4.3 4.1 3.7 
EV/EBITDA (x) 1.2 0.9 0.9 
Div. Yield (%) 0.0 1.6 2.3 
*Cons. 
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 Hero MotoCorp 

CMP: INR2,995 TP: INR3,045 (+1.7%)             Neutral 
 
In-line with est. at 584.5k units (+7.6% YoY)  
Demand driven by rural/semi-urban areas 
 
 HMCL’s volumes grew 7.6% YoY to 584.5k units (v/s est. 597.7k units).  
 We estimate volumes to decline 9.4% in FY21E, implying residual growth of 

18.8% or run-rate of 591.9k units.  
 Extract from the press release, “Hero MotoCorp’s latest addition to its range of 

premium motorcycles – the Xtreme 160R – has received very positive feedback 
from the market and has led to an increase in the company’s premium segment 
market share. The company is also witnessing strong retail off-take and is 
currently operating in the pull market with rural and semi-urban centers driving 
demand. With August marking another step forward in the market's recovery, 
the company cautiously anticipates sales to continue their upward trajectory 
with favorable factors such as the upcoming festive season, increasing consumer 
confidence and continued government policy support.” 

 HMCL is operating at nearly 100% production capacity with almost all customer 
touch points being currently operational. 

 HMCL trades at 19.7x/17x FY21/FY22E EPS. Maintain Neutral. 
 
 
 
 
 

Snapshot of volumes for Aug-20                 
 

    
  YoY     MoM           Residual 

Growth 
(%) 

Residual 
Monthly 
Run rate 

FY21 
YTD  

Monthly 
Run rate 

Company Sales Aug-20 Aug-19 YoY (%) 
chg Jul-20 MoM (%) 

chg FY21 YTD FY20 YTD  (%) chg FY21 
estimate Gr. (%) 

Hero MotoCorp 584,456 543,406 7.6 514,509 13.6 1,662,391 2,922,136 -43.1 5,806,066 -9.4 18.8 591,954 332,478 
 
  

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg HMCL IN 
Equity Shares (m) 200 
M.Cap.(INRb)/(USDb) 598.3 / 8.2 
52-Week Range (INR) 3180 / 1475 
1, 6, 12 Rel. Per (%) 8/45/12 
 
Financials Snapshot (INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 288.4 301.1 338.1 
EBITDA 39.6 41.3 48.7 
Adj. PAT 30.6 30.4 35.3 
Adj. EPS (INR) 153.0 151.9 176.2 
EPS Gr. (%) -9.7 -0.7 16.0 
BV/Sh. (INR) 707.7 743.6 787.3 
Ratios       
RoE (%) 22.6 21.0 23.0 
RoCE (%) 22.0 20.5 22.6 
Payout (%) 71.8 75.3 75.2 
Valuations       
P/E (x) 19.6 19.7 17.0 
P/BV (x) 4.2 4.0 3.8 
Div. Yield (%) 3.0 3.2 3.7 
FCF Yield (%) 6.8 4.7 5.9 
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Eicher Motors 
CMP: INR2,132 TP: INR2,475(+16%) Buy 
 

In-line with est.; RE at 50.1k units, a decline of ~5.2% YoY 
VECVs declined 30% to 2,477 units (v/s est. 2,345 units) 
 
 Royal Enfield (RE) dispatches declined ~5% YoY to 50.1k units (in-line with est.). 

Domestic retails were broadly similar to wholesales.  
 We estimate RE volumes to decline 10.4% in FY21E, implying residual growth of 

17.4% or run-rate of 68k units. We are hopeful of a step-up in volumes, driven 
by the upcoming new platform launch in Sep-Oct’20.  

 VECV’s volumes declined ~30% YoY to ~2,477 units (v/s est. ~1,679 units). For 
VECVs, we estimate 20% volume decline in FY21E, implying ~15.9% residual 
growth or 4.6k units. 

 The stock trades at 41.8x/25.9x FY21E/FY22E consol. EPS. Maintain Buy. 
 
 
 
 
 
 
 
 
 
 
 

Snapshot of volumes for Aug-20                       
        YOY MoM    

Residual 
Growth 

(%) 

Residual 
Monthly 
Run rate 

FY21 YTD 
Monthly 
Run rate   Aug-20 Aug-19 YoY (%) 

chg Jul-20 MoM (%) 
chg 

FY21 
YTD FY20 YTD (%) chg FY21 

estimate 
YoY (%) 

chg 

Royal Enfield 50,144 52,904 -5.2 40,334 24.3 147,747 290,678 -49.2 623,715 -10.4 17.4 67,995 29,549 
VECV 2,477 3,538 -30.0 2,184 13.4 6,790 20,917 -67.5 39,014 -19.9 15.9 4,603 1,358 

 
 
 

 

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg EIM IN 
Equity Shares (m) 273 
M.Cap.(INRb)/(USDb) 582.1 / 7.8 
52-Week Range (INR) 2389 / 1246 
1, 6, 12 Rel. Per (%) 0/27/27 
 
Financials Snapshot(INR b) 
Y/E MARCH FY20 FY21E FY22E 
Sales 91.5 86.3 105.3 
EBITDA 21.8 18.8 27.5 
Adj. PAT 18.3 13.9 22.4 
Adj EPS (INR) 66.9 51.0 82.2 
EPS Gr (%) -17.8 -23.8 61.1 
BV/Sh (INR) 366 402 467 
Ratios 

   RoE (%) 19.3 13.3 18.5 
RoCE (%) 18.7 13.0 18.5 
Payout (%) 21.7 29.5 20.1 
Valuations     
P/E (x) 31.8 41.8 25.9 
P/BV (x) 5.8 5.3 4.6 
Div. Yield (%) 0.6 0.6 0.7 
FCF Yield (%) 2.0 1.3 3.0 
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TVS Motor 

CMP: INR441 TP: INR392 (-11%)              Neutral 
 
In-line; Wholesales a tad down 1.1% YoY to 287.4k units  
2W volumes were flat YoY while 3Ws declined 30% 
 
 TVSL’s wholesales declined 1.1% to 287.4k units (v/s est. 287.1k units). 
 2W volumes were flat YoY to 277.2k units. Domestic 2Ws were also flat YoY, 

whereas 2W exports grew 5% YoY. For 2Ws, we are estimating FY21 volumes to 
decline 11%, implying residual growth of 18% or run-rate of ~280.5 units. 

 3W volumes declined ~30% YoY to ~10.1k units (in line with est.). We estimate 
total 3W volumes to decline 9% in FY21, implying residual growth of 26% or run-
rate of ~16k units. 

 Overall volumes are estimated to decline ~11.7% in FY21E, implying residual 
growth of 17.2% or run-rate of 296.5k units. 

 The stock trades at 42.8x/25.1x FY21/FY22E EPS. Maintain Neutral. 
 
 
 
 
 
 
 
 
 
 

Snapshot of volumes for Aug-20                  
 

    
  YoY 

  
MoM 

     
Residual 
Growth 

(%) 

Residual 
Monthly 
Run rate 

FY21 YTD  
Monthly 
Run rate Company Sales Aug-20 Aug-19 YoY (%) 

chg Jul-20 MoM (%) 
chg 

FY21 
YTD FY20 YTD (%) chg FY21 

estimate 
Gr. 
(%) 

TVS Motor  287,398 290,455 -1.1 252,744 13.7 807,075 1,493,115 -45.9 2,882,500 -11.7 17.2 296,489 161,415 
Motorcycles 119,878 109,393 9.6 106,062 13.0 345,247 634,784 -45.6 1,160,700 -15.1 11.3 116,493 69,049 
Scooters 87,044 109,272 -20.3 78,603 10.7 247,413 509,003 -51.4 1,000,080 -6.8 33.3 107,524 49,483 
Mopeds 70,304 57,186 22.9 59,123 18.9 183,782 281,413 -34.7 579,332 -10.7 7.6 56,507 36,756 
Three-Wheelers 10,172 14,604 -30.3 8,956 13.6 30,633 67,915 -54.9 142,368 -9.0 26.2 15,962 6,127 
Total Domestic 219,051 220,753 -0.8 190,355 15.1 595,869 1,144,635 -47.9 2,132,654 -32.3 -23.4 219,541 119,174 
Total Exports 68,347 69,702 -1.9 62,389 9.5 211,206 348,480 -39.4 749,846 -1.6 30.3 76,949 42,241 

 
 
  

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg TVSL IN 
Equity Shares (m) 475 
M.Cap.(INRb)/(USDb) 209.3 / 2.8 
52-Week Range (INR) 503 / 240 
1, 6, 12 Rel. Per (%) 10/0/21 
 
Financials Snapshot (INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 164.2 159.5 188.8 
EBITDA 13.5 12.5 17.6 
Adj. PAT 6.2 4.9 8.3 
EPS (INR) 13.0 10.3 17.5 
EPS Gr. (%) -7.8 -20.9 70.4 
BV/Sh (INR) 76.2 82.2 94.9 
Ratios       
RoE (%) 17.7 13.0 19.8 
RoCE (%) 17.1 13.7 20.1 
Payout (%) 33.8 40.9 27.4 
Valuations       
P/E (x) 33.9 42.8 25.1 
P/BV (x) 5.8 5.4 4.6 
Div. Yield (%) 0.8 0.8 0.9 
FCF Yield (%) 3.2 2.9 4.1 
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Ashok Leyland 

CMP: INR69 TP: INR71 (+3.5%) Buy 
 
Wholesales in-line with est. at 6,325 units  
M&HCV sales down ~52% YoY and LCV sales decrease 4% YoY  
 
 Wholesale dispatches stood at 6,325 units (v/s est. 6,216 units), down 31.5% 

YoY.  
 M&HCV volumes declined ~51.6% YoY to 2,589 units (v/s est. 2,140 units).  
 LCV volumes declined 4% YoY to 3,736 units (v/s est. 4,076 units).   
 We estimate volumes to decline 17.2% in FY21E, implying residual growth of 

~35.6% or 12.7k units. While LCV will benefit from plugging-up of gaps in the 
product portfolio, we see downside risk to our M&HCV volume estimates for 
FY21E. 

 The stock trades at 12.7x FY22E EV/EBITDA and 2.7x FY22E P/BV. Maintain Buy. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Snapshot of volumes for Aug-20                 
 

    
  YoY 

  
MoM 

     
Residual 
Growth 

(%) 

Residual 
Monthly 
Run rate 

FY21 YTD  
Monthly 
Run rate Company Sales Aug-20 Aug-19 YoY (%) 

chg Jul-20 MoM (%) 
chg 

FY21 
YTD FY20 YTD (%) chg FY21 

estimate Gr. (%) 

Ashok Leyland  6,325 9,231 -31.5 4,775 32.5 14,914 59,766 -75.0 103,704 -17.2 35.6 12,684 2,983 
CV (ex LCV) 2,589 5,349 -51.6 1,705 51.8 5,315 38,790 -86.3 53,430 -32.0 20.9 6,874 1,063 
LCV  3,736 3,882 -3.8 3,070 21.7 9,599 20,976 -54 50,274 7.8 58.5 5,811 1,920 

 
 
 
  

    
  

 
  

  
    

      
          

    
    

 
 

    
       

      
      

      
     
  
 

   
     

     
     

     
     

 
 
 

    
 
 
 

   
 

 

Stock Info 
Bloomberg AL IN 
Equity Shares (m) 2,927 
M.Cap.(INRb)/(USDb) 202.3 / 2.7 
52-Week Range (INR) 88 / 34 
1, 6, 12 Rel. Per (%) 38/-3/3 
 
Financials Snapshot (INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 174.7 151.7 193.9 
EBITDA 11.7 6.6 17.5 
EBITDA (%) 6.7 4.3 9.0 
Adj. PAT 3.4 -1.1 6.6 
Adj. EPS (INR) 1.2 -0.4 2.3 
EPS Gr. (%) -83.1 -131.8 -709.6 
BV/Sh. (INR) 24.7 24.4 25.4 
Ratios       
Net D:E (x) 0.2 0.3 0.4 
RoE (%) 4.4 -1.5 9.1 
ROCE (%) 4.2 0.7 7.6 
Payout (%) 51.5 0.0 53.2 
Valuations       
P/E (x) 59.0 -185.6 30.4 
P/BV (x) 2.8 2.8 2.7 
EV/EBITDA (x) 18.7 34.4 12.7 
Div. Yield (%) 0.7 0.0 1.5 
FCF Yield (%) -1.7 0.7 5.2 
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AGR case reaches closure 
Nudging the sector to duopoly 
 
 The long-drawn AGR liability court battle seems to have reached some conclusion as 

the Supreme Court (SC) gave its verdict on timelines. It allowed for a 10-year 
repayment period for the AGR liability (@8% MCLR), with 10% of total dues to be paid 
upfront on 31st March’21 and the rest in annual payments from March’22. 

 Positively, for Bharti/RJio, the AGR liability of partly acquired/shared spectrum of 
Aircel (INR124b) / RCOM (INR252b) is to be decided by NCLT and therefore restricts 
the liability. However, the fully acquired spectrum of Videocon (INR14b) would fall on 
Airtel. 

 As per Bharti’s counsel, the option of review and curative petitions is available with 
the telcos for two purposes: a) the elimination of SUC-related AGR liability (reducing 
the amount by ~40%) – as the case was only related to license fee and b) payment 
timelines. We see limited grounds for this. 

 Bharti/VIL would have to pay INR45b/INR58b by March’21 (10% upfront payment) and 
INR34b/INR66b annually (assuming an 8% discount rate) from March’22 for 10 years. 

 We expect Bharti to be able to manage the payment with FCF post-interest of 
>INR100b/INR200b in FY21/FY22, with no tariff hike built-in and net debt of INR1,095b 
in FY21, including the AGR liability (net debt to EBITDA of 2.8x on pre-Ind-AS 116). 
Maintain Buy. 

 VIL, with pre-Ind-AS 116 EBITDA of INR68b in FY21 and net debt of INR1.5t (including 
the AGR liability), is in a precarious situation. However, with payments from Vodafone 
PLC, Bharti Infratel, and existing OCF, it could manage the current fiscal, but would 
require a sizeable price hike and capital infusion (board meeting on 4th Sep). 

 
SC verdict gives a breather  
After a marathon round of hearings that lasted more than six months, the SC has 
considered the telcos’ pleas for an extended timeline to make a hefty AGR payment. 
However, against DOT/telcos’ request for 20-/15-year timelines, it gave a 10-year 
repayment term at 8% MCLR, with 10% upfront dues payable on 31st Mar’21 and the 
rest in annual payments from Mar’22. It is unclear whether the upfront amount is 
part of the payments that have already been made or whether it is incremental; we 
assume it is incremental given that the SC is aware of existing payments. Bharti/VIL 
would have to pay INR45b/INR58b by March’21 (10% upfront payment) and 
INR34b/INR66b annually (assuming an 8% discount rate) from March’22 for 10 
years. The silver lining is that the SC did not pass any adverse verdict for the 
insolvent telcos and left it to the NCLT to take a call on the AGR liability of the 
insolvent telcos, which have sold a part of the spectrum – RCOM/Aircel to 
RJio/Bharti – thus limiting the additional liability of INR252b/INR124b. However, the 
SC has taken an adverse call for companies that have sold the entire spectrum – 
Videocon to Bharti – thus increasing the liability by INR14b. 
 
Options and impact on telcos 
As per Bharti’s counsel, the option of review and curative petitions is still available 
with the telcos for two purposes: a) the elimination of the SUC-related AGR liability 
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and b) payment timelines. Although the verdict is applicable for SUC-related levies 
too, DOT’s case against the telcos was only on license fee, which could potentially 
reduce the liability by ~40%. Furthermore, the telcos could also file a review petition 
on payment timelines, as is a given for VIL’s precarious situation – the company may 
be keen to get a longer extension. However, the SC has clearly disallowed any 
recalculation of the amount. We see limited possibility of getting the review and 
curative petitions through, which could potentially extend the outcome of the case. 
 
Price hike imminent  
With this verdict, the balance sheets of both VIL and Bharti would weaken. Hence, 
noise for a tariff hike would certainly grow as VIL would require a massive ~INR110 
cumulative ARPU increase in FY22 and FY23 to manage its operations sustainably. 
We believe that with the Smartphone market largely settled and prevailing low 
ARPUs, there is a strong case for a price hike. However, given the challenging 
economic environment, we see limited possibility on an immediate basis. 
 
VIL’s leverage continues to be in a precarious situation 
VIL should be able to manage the cash flow requirement in FY21 without a price 
hike. This is considering that it has a total INR141b cash requirement in 9MFY21 
(including capex of INR64b and an upfront amount of INR58b for AGR, along with 
cash interest cost of INR19b), against INR51b of OCF, INR71b from Vodafone PLC, 
and INR40b from the Bharti Infratel stake sale. Furthermore, in FY22, it would 
require an annual INR66b AGR liability payment, which would increase its annual 
requirement to INR161b, of which it should be able to manage INR123b from OCF 
and its FY21 cash balance. Hence, to offset the cash requirement, it would have to 
take ~22% price hike to manage the funding requirement. However, FY23 onwards, 
its cash requirement should increase to INR327b, including an INR165b deferred-
spectrum liability. The company may require a huge round of price hike, along with 
a capital raise (board meeting on 4th Sept), to offset the gap. In the previous round 
of price hike in Dec’19, a ~25% tariff hike increased its EBITDA by just INR12b (20%), 
given the huge subscriber churn. This leaves just the price hike unviable to sort out 
cash flow issues. VIL’s net debt, including an AGR liability of INR1.5t in FY21, against 
current EBITDA (pre-Ind-AS 116) of INR69b, makes it difficult to reconcile how this 
could be addressed. 
 
Bharti’s case remains strong 
In FY21/FY22, Bharti’s EBITDA (pre-Ind-AS 116) of INR385b/INR467b and FCF post 
interest of INR112b/INR210b should certainly put it in a comfortable position to 
repay its annual AGR payment of INR34b. With a positive FCF, its net debt of 
INR1,095b in FY21, including the AGR liability (net debt to EBITDA on pre-Ind-AS 116 
of 2.8x), should reduce going forward. Furthermore, Bharti has the best hedged 
position. In order to survive, if VIL triggers a price hike or if the market turns 
duopoly, Bharti would benefit significantly in both cases, with a potential EBITDA 
increase of >100–120b. Maintain Buy, with TP of INR700. 
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BSE SENSEX S&P CNX   CMP: INR955 TP: INR1,100(+15%) Buy 38,901 11,470 
 

 
 

Stock Info 
Bloomberg LT IN 
Equity Shares (m) 1,402 
M.Cap.(INRb)/(USDb) 1341 / 18.2 
52-Week Range (INR) 1554 / 661 
1, 6, 12 Rel. Per (%) 1/-21/-32 
12M Avg Val (INR M) 5011 
Free float (%) 100.0 
 
Financials Snapshot (INR b) 
Y/E Mar 2020 2021E 2022E 
Sales 1,455 1,419 1,631 
EBITDA 163 156 189 
PAT 89 69 93 
EBITDA (%) 11.2 11.0 11.6 
EPS (INR) 63.4 49.5 66.1 
EPS Gr. (%) 10.5 -21.9 33.7 
BV/Sh. (INR) 475 577 599 
Ratios    
Net D/E 1.9 1.6 1.7 
RoE (%) 13.3 8.6 11.1 
RoCE (%) 5.7 4.5 5.1 
Payout (%) 26.5 30.0 30.0 
Valuations    
P/E (x) 15.1 19.3 14.4 
P/BV (x) 2.0 1.7 1.6 
EV/EBITDA (x) 18.9 20.2 17.3 
Div Yield (%) 1.4 2.8 1.5 
FCF Yield (%) 0.8 -1.1 -3.8 
 
Shareholding pattern (%) 
As On Jun-20 Mar-20 Jun-19 
Promoter 0.0 0.0 0.0 
DII 36.0 37.9 37.3 
FII 19.9 17.9 21.3 
Others 44.0 44.2 41.4 

FII Includes depository receipts 
 
Stock Performance (1-year) 

 
 

 E&A sale complete – is the delay a blessing in disguise? 
E&A proceeds may easily take care of any COVID-19-led non-core funding risk     

 E&A proceeds fructify; expect after-tax cash inflow of USD1.4b: L&T 
announced the completion of the much-awaited E&A division sale to 
Schneider. The deal was initially announced two years ago at EV of INR140b 
and took time to achieve completion on account of the necessary approvals 
needed and the fulfillment of other conditions. Barring the subsidiary in Saudi 
Arabia – L&T Electrical & Automation Saudi Arabia Company Limited (LTEASA) – 
for which local approvals are pending, E&A’s manufacturing facilities in India 
and related subsidiaries in the UAE, Kuwait, Malaysia, and Indonesia are being 
transferred to Schneider Electric. Note that Schneider Electric would use the 
L&T brand for a specified period as the brand is highly popular and has a strong 
recall in the Switchgear market. Adjusting for taxes and debt, the company is 
likely to garner net cash inflow of USD1.4b as proceeds. 

 Likely nature of use of proceeds may have changed: When the deal was 
originally announced, and even until the days preceding the COVID-19 
outbreak, we expected the proceeds to be utilized for buybacks or put toward 
a one-time special dividend of INR70–80/sh. However, COVID-19 has posed 
various challenges, including the risk of funding requirements in non-core 
businesses such as L&T Finance and Hyderabad Metro. In light of this, as well 
as given the uncertainties surrounding the local lockdowns and macro 
environment risks, we do not expect any meaningful special dividend in the 
near term. Instead, we expect L&T to use the liquidity firepower to mitigate 
any troublesome risks that may emerge. 

 Better late than never – The delay may not be that bad: The likely change in 
the nature of use of the proceeds may be against the original expectation; 
however, this has more to do with COVID-19-led risks than any change in the 
management’s intention to return excess cash to shareholders. Also, despite 
the long delay, proceeds of ~USD1.9b amid the pandemic further strengthen 
the balance sheet – which is the primary risk for any company in the current 
scenario. Owing to the proceeds, L&T is likely to maintain a strong liquidity 
position and does not have to depend on debt on a net basis to support core 
business execution. 

 Sufficient ammunition to fund any non-core funding risks: The management 
had already communicated that it may utilize part of the funds to restructure 
the capital structure of the Hyderabad Metro by replacing external debt. 
Thereafter, it may opt to divest the asset through the InvIT route as and when 
the market for asset monetization turns conducive. Along with the 
recapitalization of the Hyderabad Metro, the E&A sale’s proceeds could easily 
take care of any funding risk in the L&T Finance business (given the impact of 
COVID-19 and likely rise in NPAs for banks and NBFCs). We believe that even 
after taking care of such funding requirements and the tax on the profits, the  
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       company would be left with net cash of ~INR50b from the proceeds. The timing 
of such non-core funding risks may not be ascertainable. However, we believe: 
a) Any likely funding in the non-core business would either happen over the next 
few months or not at all. Either way, the overhang of funding risk is likely to be 
over in the next three to six months. b) Incremental delay, coupled with the 
subsequent opening up of the economy, may actually lower such risks.  

 Valuation and view: We factor the E&A proceeds in our model. However, 
instead of taking the benefit of other income on the entire proceeds, we limit 
the benefit only to the extent of net proceeds of INR50b, thereby taking care of 
any cash infusion risks in the non-core business. Once the overhang of such 
requirements is over, we believe L&T is likely to be re-rated, even at a minor 
improvement in the macro trends. Near-term macro risks (likely government 
capex cut) may appear challenging, but current valuations are adequately 
pricing-in such risks, in our view. On account of higher other income, we raise 
our consol. EPS marginally by 1.6%/2.3% in FY21/FY22E. Maintain Buy, with TP 
of INR1,100 on account of: (a) core business target P/E multiple of 16x v/s long 
term average of 22x, and (b) contribution from four listed subsidiaries after 
applying a 20% holding company discount. Adj. for valuation of subsidiaries, L&T 
trades at FY22E PE of 12.7x. 
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BSE SENSEX S&P CNX   CMP: INR80  Buy 38,901 11,470 
 

Conference Call Details 
Date: 02th Sep 2020 
Time: 11:00am IST 
Dial-in details: 
1800 120 3356 

 
 

 In-line volumes; EBITDA beat on lower other expenditure 
  
 Net oil realization stood at USD28.7/bbl (v/s est. USD30.0/bbl, 

USD66.3/bbl in 1QFY20). Net sales were in line at INR130b (-51% YoY, -
39% QoQ). 

 EBITDA stood at INR59b (v/s est. +26%, -61% YoY), on lower other 
expenditure. 

 Tax was higher at 45.1% (v/s est. 33.3%), due to further provisioning of 
Service Tax/GST on Royalty as contingent liability. The matter is listed 
for hearing in the second week of Sep’20 before the Honorable High 
Court of Rajasthan. 

 Thus, PAT stood at INR5b (in-line with est., -92% YoY). 
 Crude sales came in at 5.2mmt (in-line, -3% YoY, -5% QoQ), while gas 

sales stood at 4.2mmt (v/s est. -5%, -15% YoY, -9% QoQ). 
 Offtake of crude oil by refineries from ONGC was not affected. 

However, there was a reduction in gas production due to less off-take 
by some customers, which has now been restored to normal levels. 

 
Standalone - Quarterly Earning Model                 (INR B) 
Y/E March FY20 FY21       
  1Q 2Q 3Q 4Q 1QE 1QAct Var (%) YoY (%) QoQ (%) 
Net Sales 265.5 244.9 237.1 214.6 134.4 130.1 -3% -51% -39% 
    YoY Change (%) -2.4 -12.5 -14.4 -19.8 -49.4 -51.0       
EBITDA 151.1 132.9 123.0 85.9 46.8 59.1 26% -61% -31% 
    Margins (%) 56.9 54.3 51.9 40.0 34.9 45.4       
Depreciation 61.6 62.6 70.2 80.4 41.4 49.5 20% -20% -38% 
Interest 6.5 6.8 6.3 8.7 6.0 4.9 -18% -24% -43% 
Other Income 7.5 26.9 14.0 13.3 8.1 4.4 -46% -42% -67% 
PBT before EO expense 90.6 90.4 60.5 10.1 7.6 9.0 18% -90% -10% 
Extra-Ord expense       49.0 0.0 0.0       
PBT 90.6 90.4 60.5 -38.9 7.6 9.0 18% -90% NM 
Tax 31.5 27.8 18.3 -7.9 2.5 4.1 60% -87% NM 
    Rate (%) 34.8 30.7 30.2 20.4 33.3 45.1 35% 30% 121% 
Reported PAT 59.0 62.6 42.3 -31.0 5.1 5.0 -3% -92% NM 
Adj PAT 59.0 62.6 42.3 8.0 5.1 5.0 -3% -92% -38% 
    YoY Change (%) -3.9 -24.2 -48.8 -80.2 -91.4 -91.6       
    Margins (%) 22.2 25.6 17.8 3.7 3.8 3.8       
Key Assumptions (USD/bbl)                
Net Oil Realization 66.3 60.3 59.7 49.0 30.0 28.7 -4% -57% -41% 
Crude oil sold (mmt) 5.3 5.4 5.2 5.4 5.1 5.2 1% -3% -5% 
Gas sold (bcm) 5.0 4.9 4.8 4.7 4.5 4.2 -5% -15% -9% 
VAP sold (tmt) 952.0 850.0 890.0 866.0 669.8 680.0 2% -29% -21% 
E: MOFSL Estimates                   
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Estimate change  
TP change  
Rating change  
 
Bloomberg NHPC IN 
Equity Shares (m) 10,045 
M.Cap.(INRb)/(USDb) 218.5 / 3 
52-Week Range (INR) 29 / 15 
1, 6, 12 Rel. Per (%) 3/4/-11 
12M Avg Val (INR M) 157 

 
Financials & Valuations (INR b) 
Y/E MARCH 2020 2021E 2022E 
Sales 100.1 107.1 111.8 
EBITDA 54.9 60.6 64.0 
Adj. PAT 28.7 28.7 29.2 
EBITDA Margin (%) 54.9 56.6 57.2 
Cons. Adj. EPS (INR) 2.9 2.9 2.9 
EPS Gr. (%) 10.7 -0.2 1.6 
BV/Sh. (INR) 31.2 33.1 34.7 
Ratios       
Net D:E 0.7 0.7 0.7 
RoE (%) 9.2 8.4 8.6 
RoCE (%) 7.3 7.2 7.6 
Payout (%) 61.9 44.9 44.9 
Valuations       
P/E (x) 7.6 7.6 7.5 
P/BV (x) 0.7 0.7 0.6 
EV/EBITDA(x) 8.4 7.9 7.8 
Div. Yield (%) 6.9 5.5 6.0 
FCF Yield (%) -1.7 0.7 0.0 

 
Shareholding pattern (%) 
As On Jun-20 Mar-20 Jun-19 
Promoter 71.0 71.0 73.3 
DII 14.2 14.2 11.6 
FII 4.5 4.7 4.9 
Others 10.4 10.2 10.1 
FII Includes depository receipts 
 

  CMP: INR22 TP: INR23 (+6%) Neutral 
 Impact of rebate flowing through 

Capex run-rate increasing; Maintain Neutral 
 NHPC’s 1QFY21 results highlight the impact of INR1.85b rebate to DISCOMs.  

Accordingly, reported standalone PAT dropped 18% YoY to INR7.2b (in-line). 
 Capex run-rate should increase on account of investment in new projects. 

However, their commissioning remains 4-5 years away, which implies a drag 
in FCF/RoEs in the near-term. Maintain Neutral with TP of INR23/share. 

 

Profits impacted as impact rebate flows through 
 Standalone (S/A) PAT declined 18% YoY to INR7.2b (v/s est. INR6.8b) due to 

the impact of rebate (INR1.85b). We note the rebate amount has been 
accounted by the company as an exception (v/s the built-in numbers), 
leading to the apparent difference on an adjusted basis. 

 Generation declined 5% YoY to 8.1BU in 1QFY21 due to the shutdown of 2 
Chamera units and lower water availability. Overall, plant availability factor 
(PAF) was broadly flat YoY at 91.0 %. 

 Incentives were up 14% YoY to INR1.8b on higher PAF incentive and 
deviation income. 

 Interest costs were lower at INR1.5b (v/s INR2.4b in the previous year) due 
to capitalization of borrowing costs for Subansiri. Depreciation was also 
lower due to the completion of 12 years for Dulhasti. 

 

Management commentary highlights – FY21 capex guidance of  INR53b intact 
 NHPC expects to incur capex of INR53b in FY21. Further, it expects capex in 

FY22/FY23 to rise to INR76b/INR81b at the group level. 
 It has maintained its commissioning timelines for Subansiri and expects it to 

be completed by FY24. NHPC is also planning to complete the linkage of 
nala work by Oct’20, thereby increasing discharge of water for Parbati-II. 

 Trade receivables rose to INR46.7b in 1QFY21 (v/s INR38.2b in FY20). Major 
receivables were from Jammu & Kashmir (J&K), Uttar Pradesh, Punjab, and 
West Bengal. Since 1QFY21, this number has decreased and current trade 
receivables stand at INR44.2b. NHPC expects to receive INR18b from the 
PFC-REC scheme on completion of certain formalities for J&K. 

 

Earnings growth muted; Capex run-rate increasing 
 While work restarting at Lower Subansiri is a positive, progress on the same 

needs to be watched. In the past, agitation by locals has impacted 
construction activities. Moreover, commissioning for the project is still 
some time away (FY24 as per its management).  

 Capex run-rate, on the other hand, is expected to increase as the company 
is investing/exploring new projects, which is expected to reduce FCF and 
drag RoEs in the near term. NHPC’s regulated equity growth – a key driver 
of earnings – should remain muted over the next few years. We maintain 
Neutral with a DCF-based TP of INR23/share. 
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Quarterly performance (standalone) – INR m 
Y/E March FY20   FY21 FY20 FY21   FY21 var. 
  1Q 2Q 3Q 4Q   1Q 2QE 3QE 4QE      1QE (%) 
Net Sales 24,213 26,054 17,951 19,136  25,189 28,123 19,376 21,602 87,354 94,289  22,491 12 
    YoY Change (%) 13.7 4.4 14.2 30.9   4.0 7.9 7.9 12.9 13.9    -7.1   
EBITDA 15,040 15,780 9,278 5,594  14,207 17,516 10,423 9,136 45,691 51,282  13,022 9 
Depreciation 3,866 3,857 3,873 3,858  3,303 3,971 3,988 4,650 15,453 15,911  3,980 -17 
Interest 2,366 2,521 1,556 1,512  1,467 2,940 1,815 3,056 7,954 9,279  1,656 -11 
Other Income 872 4,992 649 3,850  860 3,982 575 3,767 10,362 9,184  850 1 
Rate regulated activity 1,989 1,024 17 407   352 352 352 -436 3,436 621  155   
PBT before EO expense 11,668 15,418 4,515 4,481  10,649 14,939 5,548 4,761 36,082 35,897  8,391 27 
Extra-Ord expense 0 0 0 0   -1,850 0 0 0 0 -1,850  0   
PBT 11,668 15,418 4,515 4,481  8,799 14,939 5,548 4,761 36,082 34,047  8,391 5 
Tax 2,857 2,023 478 652  1,574 2,764 1,026 935 6,010 6,299  1,552      Rate (%) 24 13 11 15  18 19 19 20 17 19  19  Reported PAT 8,811 13,395 4,037 3,829  7,225 12,176 4,521 3,826 30,072 27,748  6,839 6 
Adj PAT 8,811 13,395 4,037 3,829  9,075 12,176 4,521 3,826 30,072 29,598  6,839 33 
    YoY Change (%) 19.5 9.9 121.6     3.0 -9.1 12.0 -0.1 40.4 -1.6      
 

Source: MOFSL, Company 
 
 
  



 

2 September 2020 32 

1 September 2020 

ECOSCOPE 
The Economy Observer 

 GST collections decline 12% YoY in Aug’20 

 India’s total gross Goods & Services Tax (GST) collections in Aug’20 stood at INR864.5b (v/s INR874.2b in Jul’20 and
INR982b a year ago), implying a decline of 12% YoY. The relaxations provided to taxpayers (with turnover less than
INR50m and having an option of filing returns till Sep’20) coupled with localized lockdowns continue to hamper monthly
GST collections of the government.

 Within overall GST collections, CGST collections amounted to INR159.1b, SGST amounted to INR210.6b and IGST
amounted to INR422.6b. Additionally, GST collection on imports declined 5.6% sequentially to INR191.8b, implying pure
domestic collections of INR672.7b. 

 The dip in GST collections from imports is indicative of the lack of external demand due to the global pandemic. In
absolute terms, collection on cess in Aug’20 was the third lowest in 38 months of GST implementation (starting Jul’18).

 Thus, GST collections during Apr-Aug’20 stood at INR3.6t (30.2% lower than the corresponding period last year and 26%
of FY21BE). Within the first five months of FY20, total GST collected was INR5.1t, 40% of the budgeted target. This clearly
depicts the lack of consumption demand this year in the economy so far. 

 Moreover, while generation of e-way bills has spiked from the trough of Apr-May’20, it is still significantly low v/s year
ago levels of more than 50m each month.

 Overall, actual figures for Sep’20 might end up being higher than Jun-Jul’20 due to pending filings. The sharp decline
already witnessed in the initial months of the year should lead to a sizable miss in the government’s FY21 target. We
expect GST collections to come in at ~INR9-9.5t in FY21 as against the Budgeted Estimate of INR13.8t.

Government has so far collected 26% of its FY21 budget 
estimate… 

Source: Budget documents , MOFSL  

GST collected declined 12% YoY to INR865b in Aug’20 

  Source: Finance Ministry, MOFSL 

E-Way bill generation stable – hasn’t inched up too much…

Source: CEIC, MOFSL 
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Biocon: On launch of Insulin drug Semglee in the US market; 
Kiran Mazumdar Shaw, Ex. Director & Chairperson 
 This launch gives Biocon & Mylan an entry into the Insulin segment 
 US Market size for Glargine is $6bn and for Biosimilar Glargine is $2.2bn 
 Drug offered at 65% discounted list price. Confident of receiving 

interchangeability approval 
 Our strategy is to be a low cost in the Biosimilar segment 
 Expect to launch Pertzumab  in the US market this year 

SBI: On Moratorium book & NPAs; Ashwani Bhatia, MD 
 Stick to its earlier moratorium outlook of 9.5% of the book 
 RBI’s decision to reduce SLR by 2.5 points and allow the LTRO money to be 

changed at lower rates is a huge positive for banks 
 COVID related provisioning of Rs. 3,000crs in Q1 
 Restructuring of few stressed assets happening quickly is a good thing (Future 

group, Mumbai Airport deal, etc.) 
 Not seeing stress in large corporates. Expect overall Gross NPAs to touch 7.8 - 

8% 

Bandhan Bank: On expansion & future plans; 
Chandra Shekhar Ghosh, CEO & MD 
 MFI Borrowers have shown great resilience, average income have gone up from 

Rs. 3,000 to Rs. 45,000 
 Will continue to diversify in North, West & Southern regions 
 Micro credit at 61% of total loans, collection efficiencies improving 
 Focused on Micro credit in last 5 years, for next 5 years focus is to push Housing 

loans 
 Witnessing big demand in Micro housing loan (Rs. 5 lakh ticket size) 

In conversation

https://twitter.com/CNBCTV18News/status/1300636017452490752
https://twitter.com/CNBCTV18News/status/1300655732228988928
https://www.youtube.com/watch?v=1hspsywS_P0
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A RAY OF HOPE IN INDIA’S PURCHASING MANAGERS’ INDEX 
(PMI) 
 India’s PMI rebounded sharply to 52 in August as compared to 46 in July, the 

PMI has leapt above the 50 mark that separates expansion and contraction 
 With its first 50-plus reading in five months, the index suggests that business 

activity is recovering 
 Assembly lines that had stopped and then restarted at a snail’s pace might 

finally be rolling along nicely 
 If the momentum continues, the economy’s broader performance in the 

ongoing quarter could be much better than the April-June quarter 
 India’s eight key infrastructure industries are not doing as bad as they were in 

April, the rate of decline has decreased, but we need clearer signs of revival to 
justify optimism 

 
 

  

From the think tank 

https://www.livemint.com/opinion/quick-edit/a-ray-of-hope-in-india-s-pmi-11598950380295.html
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