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Company

India’s US$ 160bn logistics industry is amidst a much-needed transformation
led by (1) structural reforms (GST, e-way bill) and the government’s
infrastructure thrust (DFC, Sagarmala), (2) the emergence of new-age,
service-oriented businesses versus asset-heavy models, and (3) growing
formalisation of the sector, propelling organised players to the fore. We prefer
the emerging 3PL and express segments for long-term value creation. Among
stocks, MLL, FSCSL, and TCIEXP are our top fundamental picks, while TRPC
offers compelling valuations.
Click here for the full report.

India Economics: Wholesale Inflation
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WPI increased to 2.9% in Feb’19 from 2.8% in Jan’19 led by food inflation at
3.3% in Feb’19 (1.8% in Jan’19). Fuel and power inflation too rose by 40bps
MoM to 2.2% in Feb’19. However, manufactured inflation softened to 2.3% in
Feb’19 (2.6% in Jan’19). Weak global growth outlook will support lower
commodity prices in coming months. However, food inflation may inch up
from a low of 0.3% seen in FYTD19. Even so, inflation, in particular CPI, will be
lower than RBI’s target of 4% thus opening up room for easing in Apr’19.
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.
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eClerx Services
eClerx (ECLX) has announced a buyback worth Rs 2.6bn through the tender
offer route at a maximum price of Rs 1,600/sh (39.6% premium over today’s
closing price of Rs 1,146), translating into 1.63mn shares or 4.23% of paid up
equity shares. As per our calculations, this is likely to be EPS-dilutive by 0.60.9% but could translate into ~90bps ROE improvement. We view the
buyback as a transient trigger in the absence of operational performance
improvement (9MFY19 EBIT down 21.6% YoY).
Click here for the full report.

Pharmaceuticals
We hosted the Lonza Group on an investor conference call to gain greater
insights into the API shortages stemming from China environmental, social and
corporate governance (ESG) issues. Lonza is a Swiss-based company with
revenues of US$ 5.5bn and a world leader in the manufacture of active
ingredients for pharmaceutical and biotech companies.
Click here for the full report.
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Transformation underway
India’s US$ 160bn logistics industry is amidst a much-needed transformation led
by (1) structural reforms (GST, e-way bill) and the government’s infrastructure
thrust (DFC, Sagarmala), (2) the emergence of new-age, service-oriented
businesses versus asset-heavy models, and (3) growing formalisation of the sector,
propelling organised players to the fore. We prefer the emerging 3PL and express
segments for long-term value creation. Among stocks, MLL, FSCSL, and TCIEXP
are our top fundamental picks, while TRPC offers compelling valuations.

Sayan Das Sharma | Rohan Korde
research@bobcaps.in

Easing impediments: Major bottlenecks – a suboptimal modal mix, inadequate
infrastructure and a lack of formalisation – have traditionally plagued the logistics
industry. However, we see these impediments easing led by the implementation
of structural reforms (GST, e-way bill, infrastructure status to logistics) and
progress on marquee infrastructure projects such as the dedicated freight
corridor (DFC). These structural drivers are expected to fuel a 9-10% CAGR in
the industry over the next 3-4 years, giving rise to a US$ 200bn+ opportunity.

KEY RECOMMENDATIONS
Ticker

Price*

Target

Rating

MAHLOG IN

499

625

FSCSL IN

633

780

BUY

TCIEXP IN

744

880

BUY

TRPC IN

291

365

BUY

BUY

AGLL IN

112

130

BUY

CCRI IN

523

530

REDUCE

Price & Target in Rupees | MAHLOG = MLL

Emergence of new business models: Evolving supply chain needs are fostering
businesses that offer integrated, value-added services and leverage technology
for efficiency gains. These models are in stark contrast to the traditional assetintensive ones that focused solely on transportation and/or warehousing of cargo.
The emerging third-party (3PL) logistics and express segments are prime examples.
Prefer 3PL and express: We like the 3PL and express distribution segments as
they offer the rare trinity of structural, above-industry growth potential,
sustainable moats (high customer lock-in, scalability) and sturdy return ratios
(ROE of 25-30%+). Realignment of supply chains post GST rollout in 2017 and
increasing logistics outsourcing trends are expected to catalyse growth in these
industries – we forecast an ~18%/15% CAGR for 3PL/express over FY19-FY21.
Top picks – MLL, FSCSL, TCIEXP, TRPC: Our stock preferences are aligned
with our industry theme of 3PL/express growing faster. Mahindra Logistics (MLL),
Future Supply (FSCSL), and TCI Express (TCIEXP) are our top fundamental
picks for their strong earnings (28%/27%/25% CAGR) and ROIC (43%/23%/
44% on average) profiles over FY19-FY21. Transport Corp (TRPC) is our value
pick as it is trading at an attractive 11x one-year forward P/E. We also initiate
coverage on Allcargo Logistics (AGLL, BUY) and Concor (CCRI, REDUCE).
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Food inflation drives WPI higher
WPI increased to 2.9% in Feb’19 from 2.8% in Jan’19 led by food inflation at
3.3% in Feb’19 (1.8% in Jan’19). Fuel and power inflation too rose by 40bps
MoM to 2.2% in Feb’19. However, manufactured inflation softened to 2.3% in
Feb’19 (2.6% in Jan’19). Weak global growth outlook will support lower
commodity prices in coming months. However, food inflation may inch up
from a low of 0.3% seen in FYTD19. Even so, inflation, in particular CPI, will
be lower than RBI’s target of 4% thus opening up room for easing in Apr’19.

Food inflation rises: WPI food inflation rose to 3.3% in Feb’19 from 1.8% in
Jan’19 on a YoY basis. The increase was broad based. Amongst food grains,
inflation in pulses saw the sharpest jump, rising to a 26-month high of 10.9% in
Feb’19 compared with 7.6% in Jan’19. Wheat prices accelerated by 12.3% in
Feb’19 led by 25% YoY increase in international prices. Prices of vegetables
increased by 6.8% in Feb’19 compared with decline of (-) 4.2% in Jan’19. In
addition, most of the protein based items continued to see an uptick with prices
of eggs rising by 3.8% in Feb’19 from 0.9% in Jan’19. However, milk prices
eased to 1.6% in Feb’19.
Fuel & power inflation ticks up: Despite international oil prices falling by
(-) 2% in Feb’19 on a YoY basis, fuel and power inflation inched up marginally,
from 1.8% in Jan’19 to 2.2% in Feb’19. This was led by mineral oils (1.7% vs 0.1%
in Jan’19). Coal and electricity prices continued to slip for the second
consecutive month in Feb’19. A plausible explanation for the rise in fuel &
power inflation is weakening rupee. Rupee fell by (-) 9.5% in Feb’19 on a YoY
basis vs 4% appreciation seen in Feb’18. In Mar’19, with crude hovering around
US$ 66/bbl (MTD basis), we expect fuel inflation to remain muted.
Core inflation cooling: Both core and manufactured product inflation eased
further in Feb’19 to 2.4% and 2.3% from 2.9% and 2.6% respectively in Jan’19.
The decline was broad-based, led by basic metals, other manufacturing items,
wearing apparel, leather, furniture and paper products. This was in-line with
softening international commodity prices (-7% in Feb’19 vs -6.9% in Jan’19) on
a YoY basis. Pharma, machinery/electrical equipment and motor vehicles saw
increase in prices.

ECONOMICS RESEARCH

Sameer Narang
Jahnavi | Sonal Badhan
chief.economist@bankofbaroda.com
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Announces Rs 2.6bn buyback – a transient trigger
Event: eClerx (ECLX) has announced a buyback worth Rs 2.6bn through the
tender offer route at a maximum price of Rs 1,600/sh (39.6% premium over
today’s closing price of Rs 1,146), translating into 1.63mn shares or 4.23% of
paid up equity shares.

Ruchi Burde | Amey Sankhe
research@bobcaps.in

Financial implications: As per our calculations, this is likely to be EPS-dilutive
by 0.6-0.9% but could translate into ~90bps ROE improvement.
Payout ratio: The buyback coupled with interim dividend of Re 1/sh announced
in Aug’18 implies a payout ratio of ~124% (based on our estimated FY19 net
profit of Rs 2.15bn) and marks an improvement over the FY18/FY17 payout
ratios of ~89%/67%.
A temporary trigger: We view this development as a positive step towards
efficient capital allocation. We had highlighted the possibility of a buyback as a
near-term catalyst in our report ‘Not out of the woods yet’ dated 31 Jan 2019,
and the stock has already inched up ~11% in the past week in the run-up to the
announcement. Nonetheless, we see this as a transient trigger in the absence
of operational performance improvement (9MFY19 EBIT down 21.6% YoY).

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII
Source: NSE

KEY FINANCIALS
Y/E 31 Mar
Adj. net profit (Rs mn)
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Buyback size (Rs mn)
No of equity shares (in mn)
% of equity
Buyback price (Rs per sh)
Premium over last price (%)
Date of announcement (Board meeting)
Source: Company, BOBCAPS Research

EQUITY RESEARCH

FY17

FY18

FY19

2,340

2,580

2,620

1.17

1.29

1.63

2.78

3.23

4.23

2,000

2,000

1,600

40.2

33.3

39.6

14-Oct-16

22-Dec-17

14-Mar-19

Adj. EPS growth (%)

Source: Company, BOBCAPS Research

STOCK PERFORMANCE
ECLX

(Rs)
1,680
1,530
1,380
1,230
1,080
930

Mar-16
Jun-16
Sep-16
Dec-16
Mar-17
Jun-17
Sep-17
Dec-17
Mar-18
Jun-18
Sep-18
Dec-18
Mar-19

FIG 1 – BUYBACKS OVER FY17-FY19
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Maintain REDUCE: We believe continued investments toward onsite delivery
expansion (which has a 3-6-month lag in revenues vs. costs) and offshore
revenue leakage due to roll-offs (though relatively lower than last year) will limit
margin expansion, at least till H1FY20. A structural downward reset to
operating margins led by a changing business mix in favour of onsite revenues
precludes a constructive outlook. Reiterate REDUCE. We value the stock at
an unchanged target P/E multiple of 13.5x, a 20% discount to its five-year
average 12-month forward P/E due to a weaker margin and growth profile.

ECLX IN/Rs 1,146
US$ 640.3mn
39mn
US$ 0.3mn
Rs 1,368/Rs 976
50%/25%/25%

Source: NSE

Click here for our last detailed report
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Lonza call takeaways: China’s API dominance receding
We hosted the Lonza Group on an investor conference call to gain greater
insights into the API shortages stemming from China environmental, social
and corporate governance (ESG) issues. Lonza is a Swiss-based company with
revenues of US$ 5.5bn and a world leader in the manufacture of active
ingredients for pharmaceutical and biotech companies. We provide key call
highlights below.
Multi-year opportunity: China’s blue-sky policy has created an abrupt shortage
of API supplies globally. Lonza believes the resolution of quality issues in China
could be a protracted affair. Over the last 15 months, regulator checks on quality
of material from China have also become more stringent. Local regulators are
stepping up certification requirements, especially from ESG investors.
Sourcing from China coming off: Over the last two years, Lonza’s dependency
on sourcing APIs from China has reduced materially due to quality and
environmental concerns. The company has switched over to alternate suppliers
and brought manufacturing of many critical raw materials inhouse. Its key focus
is on security of supplies and it prefers to avoid the spot market entirely.
Cost arbitrage has narrowed vs. western world: Compliance and other costs
in China are shooting up and hence the cost arbitrage derived from sourcing
supplies from China is narrowing, except for some commodity APIs where the
country has a scale advantage.
API price inflation to normalise: API prices are not expected to increase much
besides normal price inflation given that most of contracts are for five years or
more and have fixed pricing with some inflation variable. Key materials that have
seen sharp price increases in recent months include Acetone and Acetonitrile.
Sartan prices largely stable: Impurity profiles are a key concern for biotech
companies as the cost of testing them inhouse could be very high. Overall,
sartans have not seen substantial prices hikes so far.
Our view: We believe the impact of the API shortage is already in the base for
select companies such as Divi’s Labs and Dr Reddy’s. While volume gains could
sustain, API prices have now started to normalise. We remain selective in our
picks and prefer Cipla, Aurobindo Pharma and Laurus. Upsides in Divi’s could
be capped following the recent rally.
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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 28 February 2019, out of 65 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 37 have BUY ratings, 18 are rated ADD, 5 are
rated REDUCE and 5 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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