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SUMMARY

India Economics: Monthly Chartbook

India’s economic recovery continues to gain momentum. Consumption is
showing signs of improvement—higher non-oil-non-gold imports and auto
sales. Centre’s capex is picking up as its tax receipts are improving. Food
inflation is also tapering-off though higher commodity prices and sticky core
inflation implies CPl inflation will average 4.5% in FY22 implying no more rate
cuts. RBI has started its liquidity normalisation operations by announcing a Rs
2tn reverse repo after a span of 10 months leading to a flatter yield curve. Yield
trajectory also depends upon FY22 fiscal deficit. Our estimate is 5.2% with
gross borrowing of Rs 11.2tn. Broader direction will be towards higher yields—
both domestic and global.

Click here for the full report.

India Economics: Inflation and |IP

India’s recovery in industrial output hit a snag in Nov’20 as it fell by 1.9%
following a 4.2% increase in Oct’20. Capital goods and intermediate goods fell
the most. CPl inflation too eased significantly to 4.6% in Dec’20 from 6.9% in
Nov'20. This was driven by (-) 10% vegetable inflation. Other food items too
moderated as did core inflation. While the dip in CPlinflation is positive, some
of it may not sustain with reversal in vegetable prices. Thus RBI will remain on

hold and maintain accommodative stance. Focus shifts to Budget.

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

Company Rating Target
Cipla Buy 900
GAIL Buy 155
Petronet LNG Buy 330
ICS Buy 3,710
Tech Mahindra Buy 1,040
MID-CAP IDEAS

Company Rating Target
Alkem Labs Buy 3,600
Greenply Industries Buy 150
Laurus Labs Buy 410
Transport Corp Buy 300
Mahanagar Gas Sell 750
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Pharmaceuticals: Q3FY21 Preview

We expect a strong Q3 for LPC (flu, India recovery), SUNP (specialty) and
DRRD (US launches) with QoQ growth in EBITDA and margins, partly aided
by cost savings. US sales growth is forecast at 4-9% QoQ. Results for Cipla
(ex-onetime trade generic gains) and ARBP (ex-Natrol) should be healthy.
We expect a stable quarter from Alkem, ERIS and ALPM while cost reversal
may weigh on AJP. India growth overall can surprise YoY. DIVI could see lumpy
sales; Laurus’s strong margins should sustain. EM currencies have recovered as

at end-Q3.

Click here for the full report.
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INDIA ECONOMICS | MONTHLY CHARTBOOK

Recovery holding ground

India’s economic recovery continues to gain momentum. Consumption is
showing signs of improvement—higher non-oil-non-gold imports and auto
sales. Centre’s capex is picking up as its tax receipts are improving. Food
inflation is also tapering-off though higher commodity prices and sticky
core inflation implies CPI inflation will average 4.5% in FY22 implying no
more rate cuts. RBI has started its liquidity normalisation operations by
announcing a Rs 2tn reverse repo after a span of 10 months leading to a
flatter yield curve. Yield trajectory also depends upon FY22 fiscal deficit.
Our estimate is 5.2% with gross borrowing of Rs 11.2tn. Broader direction

will be towards higher yields—both domestic and global.

Recovery gathering momentum: India’s economic recovery is gaining
momentum led by consumption. Non-oil-non-gold imports increased by
7.9% in Dec’20 (highest in 26 months). Electronic imports increased by
20%. In addition, automobile sales, e-way bills and GST collections point
out to sustained recovery. So do digital transactions. Rabi sowing too is

progressing well, up by 4.3%. However, higher MNREGA jobs

demanded in Dec’20 shows that labour market rigidities are continuing.

Revival in government spending: General government fiscal deficit (12M
sum basis) in Nov'20 remained unchanged at 10.2% with centre’s fiscal
deficit expanding and that of states’ consolidating. During Q3FY21
(Oct-Nov'20), centre’s total expenditure increased by 28.9% compared
with 11.9% drop in Q2. State spending has also improved but at a slower
pace (decline of 7.9% in Q3 versus drop of 11.5% in Q2). However, an

under|ying trend is pick—up in capex. The improvement in economic
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activity is visible in a 12.4% increase in Centre’s net tax revenues
compared with a drop of 18.2% in Q2. States’ tax revenue is up by only
0.3% versus a decline of 12% in Q2. We see fiscal tailwind to growth in
H2FY21.

Inflationary pressure is expected to ebb: In Dec’20, vegetable prices
have seen a sharp fall. Even a favourable statistical base would lend
support to bring down headline CPI print in Dec’20. However,
international commodity prices are rising (3.6% MoM in Dec’20). So are
domestic petrol and diesel prices (7.9% and 11.4% MoM resp.). While

food inflation is coming-off, we expect core to remain sticky.

Eyes on Budget for trajectory of yield : India’s 10Y yield (5.85G52030)
has fallen by 4bps in Dec’20 supported by RBI’'s OMO purchase and
likely softening of CPI print. However, RBI after a span of 10 months is
now conducting variable rate reverse repo auction of Rs 2tn. This will
result in flattening of 10Y yield curve. However, all eyes will be on the
Union Budget and upcoming borrowing calendar. We expect gross

borrovving of Rs 11.2tn.

INR to trade with an appreciating bias: Led by Fll inflows of US$ 8bn
and a weaker US$, INR appreciated by 1.3% in Dec’20. Oil prices and
imports rose in Dec’20 and are likely to climb further as global and
domestic economic recovery gains traction. Trade deficit is however
likely to be lower than FY20. Steady foreign inflows will support INR at

current levels.

Sameer Narang | chief.economist@bankofbaroda.com A



INDIA ECONOMICS

INFLATION AND IIP

Inflation ebbs, industrial activity slips

India’s recovery in industrial output hit a snag in Nov’20 as it fell by 1.9%
following a 4.2% increase in Oct’20. Capital goods and intermediate goods fell
the most. CPl inflation too eased significantly to 4.6% in Dec’20 from 6.9%
in Nov’20. This was driven by (-) 10% vegetable inflation. Other food items
too moderated as did core inflation. While the dip in CPl inflation is positive,
some of it may not sustain with reversal in vegetable prices. Thus RBI will

remain on hold and maintain accommodative stance. Focus shifts to Budget.
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IIP slips: Industrial output contracted by 1.9% in Nov'20 compared with an
increase of 4.2% in Oct’20. Mining output declined at a 3-month low of (-)
7.3% in Nov'20. Manufacturing output too declined. Electricity output
moderated to 3.5% in Nov'20 from 11.2% in Oct’20. Base effect and Diwali
falling in month of November explain some of the variation. Decline in
manufacturing sector is led by capital goods at (-) 7.1%. Intermediate goods

output fell by 3%. High frequency indicators show revival holding up in Dec’20.

CPI falls, driven by food: CP! inflation slipped to 15-month low of 4.6% in
Dec’20. Food inflation edged lower from 9.5% in Nov'20 to 3.4% in Dec’20
led by sharp contraction in vegetables (decline of 10.4% in Dec’20 versus an
increase of 15.5% in Nov'20). Moderation was also seen in other food
categories such as pulses (16% versus 18.1% in Nov'20), eggs (16.1% versus
20.4%), and meat and fish (15.2% versus 17% in Nov'20). Cereal inflation fell
to 1% versus 2.5% in Nov'20. While a part of decline can be explained by a

favourable base, the decline is relatively broad-based and thus encouraging.

Core inflation eases: Core inflation too eased by 30bps to 5.7% in Dec’20 from
6% in Nov'20. This was driven by moderation in transport and communication
inflation to 9.3% from 11.1% in Nov’20 despite rising domestic and international
oil prices. A favourable base explains the above. Some moderation was also seen
in personal care and education. However, health inflation rose by 40bps MoM
to 6%. The underlying economic recovery and mean reversion implies core
inflation is likely to remain elevated next year. Food inflation is likely to trend
lower than FY21 as supply conditions turn favourable. The current CPI print
does not change our hypothesis that RBI will remain on an extended pause and
continue to absorb excess domestic liquidity in a calibrated manner through

reverse repo auctions as the economy norma|ises,

ECONOMICS RESEARCH

KEY HIGHLIGHTS

= CPl inflation moderated to 4.6% in Dec’20

from 6.9% in Nov'20 led by food inflation.

= Core inflation edged down by 30bps to 5.7% in
Dec’20.

= |IP growth contracted by 1.9% following a rise

of 4.2% in Oct’20.
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PHARMACEUTICALS | Q3FY21 Preview | 12 January 2021

Lupin, Sun, Dr Reddy’s to report strong Q3

We expect a strong Q3 for LPC (flu, India recovery), SUNP (specialty) and Vivek Kumar
DRRD (US launches) with QoQ growth in EBITDA and margins, partly aided by research(@bobcaps.in
cost savings. US sales growth is forecast at 4-9% QoQ. Results for Cipla (ex-

onetime trade generic gains) and ARBP (ex-Natrol) should be healthy. We expect

a stable quarter from Alkem, ERIS and ALPM while cost reversal may weigh on

AJP. India growth overall can surprise YoY. DIVI could see lumpy sales; Laurus’s

strong margins should sustain. EM currencies have recovered as at end-Q3.

Key to watch: (1) Ajanta Pharma (AJP): India/EM commentary. (2) Alembic RECOMMENDATION SNAPSHOT

. . . . . Ticker Rating
(ALPM): India growth recovery. (3) Alkem: Cost control sustainability, AP NN S0y
prices. (4) Aurobindo (ARBP): US injectable recovery. (5) Cipla: India outlook, ALPM IN BUY
Goa warning letter remediation, respiratory filings. (6) Dr Reddy’s (DRRD): ﬁ;’;iAlA,\llN EBI
Copaxone CRL, Vascepa launch timeline. (7) Divi’s (DIVI): QoQ sales and CIPLA IN BUY
margins, progress on ongoing capex. (8) Lupin (LPC): US recovery QoQ, EU DIVIIN ADD

. . . . . . DRRD IN ADD
approval timeline on gFostair (Q3FY21), FDA reinspection for Goa site. ERISIN BUY
(9) Laurus: TLE40O scale-up timeline, margin sustainability. (10) Sun Pharma LAURUS IN BUY
(SUNP): Ramp-up in specialty products, cost control, update on Halol OAI. ;EE‘PN‘N igg
FIG1- Q3FY21: US REVENUE EXPECTATIONS
(US$ mn) Q4FY19  QIFY20  Q2FY20  Q3FY20  Q4FY20  QIFY21  Q2FY21  Q3FY2IE  QoQ(A)  YoY (%)
AJP N 15 16 22 20 20 21 20 5.2) (11.9)
ALPM 44 49 77 72 81 79 79 80 0.4 10.0
ALKEM 69 69 76 82 84 89 85 88 29 6.8
ARBP 352 384 405 418 415 414 434 418 (3.7 0N
CIPLA 162 160 136 133 19 136 143 141 (1.2 6.1
DRRD 212 233 204 225 251 230 249 270 8.4 20.3
LPC 247 220 189 193 219 162 190 208 93 7.6
SUNP (ex-Taro) 264 259 179 203 202 167 196 205 42 05
TARO 180 161 161 148 175 118 143 143 0.0 (3.3)
Source: Company, BOBCAPS Research
FIG 2 - Q3FY21 PREVIEW: EXPECT GOOD QUARTER FOR LPC, SUNP, DRRD
Companies Sales (Rs mn) EBITDA (Rs mn) PAT (Rs mn) EBITDA margin (%)

Q3FY2IE YoY (%) QoQ(4) | Q3FYZIE  YoY(%) QoQ(4) | Q3FYZIE  YoY(%) QoQ(%) | Q3FY2IE  Q3FY20  Q2FY2!

AJP 6,778 41 (5.3) 217 13.7 (22.9) 1,376 273 (19.3) 312 28.6 383
ALPM 1412 16.7 (31D 4143 27.4 (6.6) 2,826 204 (15.3) 29.4 269 304
ALKEM 23,486 7.6 (0.6) 5,281 16.5 (12.0) 4,002 6.3 (14.0) 22.5 20.8 254
ARBP 62,607 6.2 (3.4 12,970 7.4 9.5 7,980 12.4 0.1 20.7 20.5 221
CIPLA 47,879 9.5 (5.0 10,846 34.2 (7.8) 6,752 68.3 1.5 227 18.5 234
DRRD 51,869 18.3 59 12,952 271 6.0 7,822 43 (6.9) 25.0 232 24.9
ERIS 3,004 12.8 9.0) 1,088 417 (12.8) 924 453 4.2 36.2 28.8 37.8
LPC 40,032 6.2 4.4 6,742 571 16.0 2,769 1331 314 16.8 1.4 15.2
SUNP 87,847 93 39 22,514 37.0 1.6 15,443 85.6 (20.0) 25.6 204 26.2
DIVI 16,638 19.7 29 6,600 32.8 1.4) 4,572 334 (13.0) 397 357 43.5
LAURUS 1,344 55.5 0.4 3,744 152.5 0.1 2,455 233.8 13 33.0 203 32.8

Source: Company, BOBCAPS Research
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%
SELL - Expected return <-5%

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

Rating distribution

As of 31 December 2020, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 43 have BUY ratings, 14 have ADD ratings,
6 are rated REDUCE and 25 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are

not associated persons of BOBCAPS.

Important disclosures

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

disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

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

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

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

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

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

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

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

EQUITY RESEARCH 13 January 2021
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We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

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

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

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

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

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

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

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

Other disclosures

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

subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

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

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

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

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

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