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SUMMARY 

Oil & Gas 

The tax rate cut announced by the government will be earnings accretive by 6-

15% for energy companies in our coverage universe. Most of these, being PSUs 

(or owned by PSUs), would pass the gains on as dividend payouts. RIL may 

retain the benefit due to its limited earnings delta. However, fair value changes 

will not be commensurate with the earnings uptick considering differing 

valuation methodologies – gas utilities stand to gain the most (DCF-based 

valuations), followed by upstream players; OMCs and RIL gain the least. 

Click here for the full report. 

Infrastructure 

The corporate tax reduction announced last week will bump up standalone EPS 

by 2-13% for our infrastructure universe over FY20-FY22, with HGIEL 

benefiting the most. EPS accretion could be lower should developers choose 

to cede some of the advantage towards more competitive project bids. The tax 

cut proves timely for the sector as most companies were heading for a full tax 

regime by FY21, upon expiry of 80IA exemptions. Also, attendant benefits of 

enhanced cash flows and lower working capital should pump up IRRs of 

operational assets by 50-100bps. 

Click here for the full report. 

TOP PICKS 
 

LARGE-CAP IDEAS 

Company Rating Target 

Cipla Buy 555 

GAIL Buy 200 

ONGC Buy 200 

TCS Add 2,360 

HPCL Sell 200 

 

MID-CAP IDEAS 

Company Rating Target 

Balkrishna Ind Buy 1,290 

Future Supply Buy 730 

Greenply Industries Buy 195 

Laurus Labs Buy 480 

PNC Infratech Buy 250 

Source: BOBCAPS Research 

 

DAILY MACRO INDICATORS 

Indicator Current 
2D 

(%) 

1M 

(%) 

12M 

(%) 

US 10Y 

yield (%) 
1.65 (8bps) 11bps (145bps) 

India 10Y 

yield (%) 
6.78 3bps 21bps (135bps) 

USD/INR 71.02 (0.1) 0.9 2.3 

Brent Crude 

(US$/bbl) 
63.10 (2.6) 6.3 (22.9) 

Dow 26,808 (0.5) 4.6 1.2 

Shanghai 2,985 0.3 3.0 7.3 

Sensex 39,097 0 6.5 6.7 

India FII 

(US$ mn) 
23 Sep MTD CYTD FYTD 

FII-D (61.0) 115.4 4,362.6 3,817.9 

FII-E 395.4 (375.2) 6,830.9 (14.3) 

Source: Bank of Baroda Economics Research 
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Logistics 

Our industry interactions suggest that while the recent corporate tax sop will 

aid earnings of select logistics companies within our coverage, the benefits may 

not be proportional to the cut as large corporate clients likely negotiate for 

better pricing. Four of our coverage stocks – TCIEXP, MLL, CCRI and FSCSL 

– could see earnings uptick ranging between 1-10%. Accordingly, we change 

our TP, but maintain rating across companies. MLL, TCIEXP and FSCSL 

remain top long-term, fundamental picks, while TRPC is our top value pick. 

Click here for the full report. 
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Gains from tax cuts – PSUs, gas utilities top bets 
 

The tax rate cut announced by the government will be earnings accretive by  

6-15% for energy companies in our coverage universe. Most of these, being 

PSUs (or owned by PSUs), would pass the gains on as dividend payouts. RIL 

may retain the benefit due to its limited earnings delta. However, fair value 

changes will not be commensurate with the earnings uptick considering 

differing valuation methodologies – gas utilities stand to gain the most (DCF-

based valuations), followed by upstream players; OMCs and RIL gain the least. 

 

Rohit Ahuja | Harleen Manglani 
research@bobcaps.in 

 
 

 
 
 
 
 

  

TOP PICKS 

Ticker Price Target Rating 

RIL IN 1,280 1,500 BUY 

GAIL IN 137 200 BUY 

PLNG IN 259 380 BUY 

ONGC IN 132 200 BUY 

IGL IN 349 455 BUY 

GUJGA IN 176 270 BUY 

Price & Target in Rupees 
 

 

 

  

PSUs to pass on the gains: Earnings for all the energy PSUs are expected to 

surge by ~15% from FY20, as they were at the full 33% tax rate until FY19. 

However, from a valuation perspective, upstream companies (ONGC/ 

Oil India) gain the most, as we have based their fair value calculations on cash 

earnings multiples. OMC valuations change the least as these are derived from 

EBITDA multiples (for cyclical businesses). A common thread across PSUs 

would be an increase in dividend payouts, as none of these companies are likely 

to retain the earnings gains. Our preferred picks are ONGC, OINL and IOCL, 

all of which are attractively valued at 6-7x FY21E EPS. 

Gas utilities to gain the most: Earnings for gas utilities are expected to surge by 

an average of ~12%, with GAIL and Indraprastha Gas (IGL) gaining the most 

(~15%). Our valuations being DCF-based for most companies (SOTP for 

GAIL includes DCF for pipelines), the fair values across utilities improve closely 

in line with earnings (implying GAIL and IGL are the most attractive bets on tax 

cuts). Considering most of these companies have aggressive capex plans due to 

their improving volume prospects, a bulk of the incremental earnings would be 

ploughed back into the business (GAIL could be an exception, being a PSU).  

Limited gains for RIL: RIL’s FY19 tax rate at 28% (consolidated financials) was 

one of the lowest in our coverage universe, and management guidance over 

FY20-FY22 has been at ~25%. Hence, earnings change from the tax rate 

proposal is marginal. Considering the recent uptick in global GRMs, we now 

raise RIL’s GRM estimates to US$ 12/bbl for FY20/FY21 (from US$ 11), leading 

to a ~5% increase in FY20/21 earnings. Consumer-facing businesses (RJio and 

Retail) gain the most from tax cuts and could amplify valuation expectations if 

RIL were to plan an IPO for these businesses (especially Retail). Cyclical 

business valuations remain unchanged as they are based on EBITDA multiples.  
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Corporate tax cut an earnings booster; HG Infra to gain the most 
 

The corporate tax reduction announced last week will bump up standalone EPS by 

2-13% for our infrastructure universe over FY20-FY22, with HGIEL benefiting 

the most. EPS accretion could be lower should developers choose to cede some of 

the advantage towards more competitive project bids. The tax cut proves timely 

for the sector as most companies were heading for a full tax regime by FY21, upon 

expiry of 80IA exemptions. Also, attendant benefits of enhanced cash flows and 

lower working capital should pump up IRRs of operational assets by 50-100bps.  

 

Jiten Rushi 
research@bobcaps.in 

 
 

  
  
  
 
 

  

KEY RECOMMENDATIONS 

Ticker Price* Target Rating 

ASBL IN 110 185 BUY 

DBL IN 438 610 BUY 

HGINFRA IN 197 395 BUY 

KNRC IN 231 360 BUY 

PNCL IN 190 250 BUY 

SADE IN 139 175 BUY 

Price & Target in Rupees I *CMP as on 24-Sep. 

HGINFRA = HGIEL 
 

 

 

ORDER BACKLOG as of Jun’19 

Ticker 
OB 

(Rs bn) 

Book-to-

bill (x) 

Executable 

(%) 

ASBL IN 90.4 2.4 75.3 

DBL IN 190.3 2.1 75.5 

HGINFRA IN 57.1 2.7 56.6 

KNRC IN 65.2 3.2 71.1 

PNCL IN 118.9 3.2 92.1 

SADE IN 108.1 3.1 74.2 

Source: Company, BOBCAPS Research 

 

  

EPS boost of 2-14% from tax cut: Within our coverage universe, HG Infra 

(HGIEL) falls under the full tax bracket (35% incl. cess) and hence is expected 

to see the biggest 13% earnings upside. However, we cut our TP on the stock to 

Rs 395 vs. Rs 405 on sector headwinds and rollover. For the rest of our 

coverage, a winding down of orders carrying 80IA benefits would have put most 

players under the full/higher tax regime by FY21 (barring KNR Constructions 

which has a Rs 7bn backlog qualifying for 80IA). Now, they will shift instead to 

the new tax rate of 25.2%, resulting in better cash flows and controlled leverage.  

We estimate a 2-13% boost to standalone earnings for our coverage companies 

over FY20-FY22 and a 50-100bps rise in IRR for their operational assets 

(BOT) housed in SPVs, thus raising the latter’s appeal for financial investors.  

Competitive bidding could erode EPS benefit: While existing contracts are 

unlikely to be renegotiated, the tax cut advantage could be ceded by 

contractors/developers in order to make bids for future projects more 

competitive. While we await management commentary on this front, we believe 

delayed order placement by NHAI will keep competition stiff, resulting in 

aggressive bidding and some erosion of the anticipated EPS upside.  

Targets revised; PNCL remains top pick: Order awarding for NHAI’s Rs 600bn 

bid pipeline could pick up from Oct-Nov’19, per our company checks. Led by 

near-term headwinds of delayed ordering and tardy award of appointed dates, we 

cut the one-year forward P/E multiple across our coverage by 1-2x. Baking in the 

tax cut and rolling over to Sep’21 valuations, we have new targets for Dilip Buildcon 

(Rs 610 vs. Rs 600), HGIEL (Rs 395 vs. Rs 405), KNRC (Rs 360 vs. Rs 350) 

and Sadbhav Engg (Rs 175 vs. Rs 180). Our long-term positive stance on the 

sector holds; reiterate PNC Infra, KNRC, HGIEL, Ashoka Buildcon as top picks. 
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Tax cut may have limited benefits; demand challenges persist 
 

Our industry interactions suggest that while the recent corporate tax sop will 

aid earnings of select logistics companies within our coverage, the benefits may 

not be proportional to the cut as large corporate clients likely negotiate for 

better pricing. Four of our coverage stocks – TCIEXP, MLL, CCRI and FSCSL 

– could see earnings uptick ranging between 1-10%. Accordingly, we change our 

TP, but maintain rating across companies. MLL, TCIEXP and FSCSL remain 

top long-term, fundamental picks, while TRPC is our top value pick. 

 

Sayan Das Sharma 
research@bobcaps.in 

 
 

  
  
  
 
 

 

KEY RECOMMENDATIONS 

Ticker Price Target Rating 

AGLL IN 109 125 BUY 

CCRI IN 581 575 ADD 

FSCSL IN 527 730 BUY 

MAHLOG IN 387 525 BUY 

TCIEXP IN 700 840 BUY 

TRPC IN 290 365 BUY 

Price & Target in Rupees I Price as of 24-Sep I 

MAHLOG = MLL 
 

 

 

  

Earnings benefit unlikely to be commensurate with tax cut: Our industry 

checks suggest that logistics service providers with large corporate clientele 

may face negotiations on pricing, as the latter look to have the tax cut benefit 

passed on to their customers. Working capital benefits will also vary – 

FTL/asset-light players with low margins are unlikely to readily benefit till TDS 

incidence is lowered (~2%/10% for transportation/warehousing currently), 

while express/LTL players should profit from lower advance tax.  

Earnings accretion in varying degrees: From our coverage universe, TCI 

Express (TCIEXP) and Mahindra Logistics (MLL) fall in the full tax bracket and 

are hence best placed to benefit. But we expect competitive pressure and client 

renegotiation to limit the earnings increase to 10%/1% for TCIEXP/MLL. 

Future Supply Chain (FSCSL) has nil tax liability in FY20, but is likely to 

benefit from FY21. Given its ~28% tax rate in FY19, the earnings boost for 

Container Corp is estimated at only 4%. Transport Corp (TRPC) and Allcargo 

(AGLL) will not see any impact as they are in the 18-22% tax bracket. 

Targets increased, ratings maintained: We raise our Jun’20 target prices for 

TCIEXP, MLL and FSCSL by 7%, 2%, and 2% respectively, building in the tax 

impact. For CCRI, we move to a TP of Rs 575 from Rs 530, factoring in the 

earnings upgrade and a slight increase in one-year forward P/E.  

Demand climate remains subdued: Some logistics stocks have rallied over the 

past few days, bolstered by the tax cut and progress on the national draft 

logistics policy. However, we reiterate our cautious near-term view on the 

sector where demand remains feeble, as evidenced by weak market indicators 

(EXIM trade, major port volumes, container rail traffic). We expect most 

logistics companies to miss Q2FY20 estimates, sparking earnings downgrades. 
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Disclaimer 

Recommendations and Absolute returns (%) over 12 months  

BUY – Expected return >+15%  

ADD – Expected return from >+5% to +15% 

REDUCE – Expected return from -5% to +5%  

SELL – Expected return <-5%  

Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce) 

Rating distribution 

As of 31 August 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 14 are rated ADD, 7 are rated 

REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months. 

Analyst certification 

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed 

in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was, 

is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are 

not associated persons of BOBCAPS. 

Important disclosures 

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific 

disclosures, please click on the hyperlink accompanying each excerpt. 

General disclaimers 

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited 

and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries 

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance, wealth management and portfolio management, among others.  

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years. 

BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory 

authority against BOBCAPS affecting its equity research analysis activities. 

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till  

03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 

20 November 2017. 

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of 

any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory 

board member of any companies that the analysts cover.  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the 

opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations 

expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of 

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein. 

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation 

or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this 

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.  

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any 

investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not 
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provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions — 

including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all 

investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such. 

Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in 

this material, but regulatory, compliance, or other reasons may prevent us from doing so.  

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or 

“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose 

of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed 

in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment 

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies. 

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of 

the equity shares of the subject company, the holdings of the issuer of the research report is also included. 

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US 

issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse 

effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign 

currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the 

Risk disclosure document before entering into any derivative transactions. 

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed 

in Canada or used by private customers in the United Kingdom. 

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent. 

Other disclosures  

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the 

subject company at the end of the month immediately preceding the date of publication of this report. 

BOBCAPS is not engaged in any market making activities for the subject company.  

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.  

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS’s associates may hold actual / beneficial ownership of one per cent or more 

securities in the subject company at the end of the month immediately preceding the date of publication of this report. 

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject 

company for any other assignment in the past 12 months. 

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking 

services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect 

of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or 

specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or 

brokerage services from the subject company in the past 12 months. 
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