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TOP PICKS

Top picks

LARGE-CAP IDEAS



Large-cap ideas – Tata Motors replaced by Cipla
(see Robust growth, attractive valuations – initiate with BUY, 26Nov18)



Mid-cap ideas – Supreme Industries replaced by Laurus Labs
(see Earnings at inflection point, risk-reward favourable – initiate with
BUY, 26Nov18)

Company

Rating

Target

Axis Bank

Buy

750

Cipla

Buy

615

GAIL

Buy

525

Reliance Industries

Buy

1,340

TCS

Buy

2,360

Rating

Target

Greenply Industries

Buy

250

L&T Infotech

Buy

2,070

Laurus Labs

Buy

495

Mayur Uniquoters

Buy

565

Mphasis

Buy

1,360

Pharmaceuticals
Structural challenges persist – Prefer Cipla, Sun, Aurobindo, Laurus;
REDUCE Dr Reddy's

BOB Economics Research | Weekly Wrap
Oil drop positive for India

SUMMARY

Pharmaceuticals
Optimism around receding industry headwinds (cGMP, price erosion) and
currency tailwinds has brought the pharma sector back in favour. In our view,
structural challenges will persist even though the one-time downward reset in
US base business is over for now. We are selective on stocks given protracted
ROCE recovery and likely consensus earnings cuts (we are ~10% below
consensus). Players with broad-based recovery, low pricing risk, strong
specialty slates and high earning visibility can outperform. Prefer Cipla, Sun
Pharma, Aurobindo and Laurus from our coverage.
Click here for the full report.

MID-CAP IDEAS
Company

Source: BOBCAPS Research

DAILY MACRO INDICATORS
Indicator
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(%)
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US 10Y
yield (%)

3.04

(2bps)

(6bps)

72bps
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yield (%)

7.71

(8bps)

(16bps)

72bps

USD/INR

70.70

1.1

3.4

(9.5)

Brent Crude
(US$/bbl)

58.80

(6.1)

(22.8)

(7.5)

24,286

(0.7)

(1.2)

3.2

2,579

(2.5)

(0.9)

(23.0)

Sensex

34,981

(0.6)

2.8

(7.5)

India FII
(US$ mn)

20 Nov

MTD

CYTD

FYTD

Dow
Shanghai

FII-D

(5.1)

FII-E

(679.6)

875.2 (7,586.0) (7,832.0)
43.7

(5,714.4)

(7,839.9)
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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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India Economics: Weekly Wrap
Global yields fell as oil prices slumped by 12% and concerns over slowing global
growth emerged. Flash manufacturing PMIs fell across countries corroborating
narrative of slowing global growth. US home sales data showed some recovery.
Lower yields will help US housing market. Lower oil prices and global yields
drove Indian yields lower as well. INR too has appreciated by 1.7% in the week
as CAD will be in much better shape. G-20 summit and Fed speak will decide
the trajectory of markets this week. India is insulated as lower oil prices bode
well for Indian markets.
Click here for the full report.
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PHARMACEUTICALS
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Structural challenges persist – prefer Cipla, Sun, Aurobindo, Laurus
Optimism around receding industry headwinds (cGMP, price erosion) and currency
tailwinds has brought the pharma sector back in favour. In our view, structural
challenges will persist even though the one-time downward reset in US base business
is over for now. We are selective on stocks given protracted ROCE recovery and
likely consensus earnings cuts (we are ~10% below consensus). Players with broadbased recovery, low pricing risk, strong specialty slates and high earning visibility can
outperform. Prefer Cipla, Sun Pharma, Aurobindo and Laurus from our coverage.

BOBCAPS Research
+91 22 6138 9300
research@bobcaps.in

US business – innovative pipeline, higher approvals to drive 6% CAGR: Key
pipeline catalysts, broader portfolios with low concentration and progress on US
specialty (high-visibility) business are key to stock picks. Investors must be watchful
of recovery based on a few large generic opportunities. We expect the US base to
stabilise and deliver 6% sales growth (incl. three large assets for Dr Reddy’s –
DRRD) over FY19-FY21. In the long-term, innovative pipelines (Ilumya, Solosec,
etc.) should see meaningful scale benefits, contributing 35%+ of US growth.

KEY RECOMMENDATIONS

Earnings at inflection point – expect 20% CAGR: We believe 2018 was an
inflection year, with operating profit/EPS growth now reversing to a 17%/20%
CAGR over FY19-FY21 for our coverage universe, with 50%+ share coming
from the US. Key drivers include: (1) resolution of plant issues, (2) revival in
approval cycle including for several high-value launches, (3) decline in US price
erosion from 10%+ to 8% in the near term, and (4) steady volume-led EM sales.
Structural headwinds not worsening but ROCE to settle at lower levels: Despite
the earnings pick-up, ROCE is likely to remain depressed at an FY19-FY21
average of 14% vs. the last nine-year average of 19%. While consolidation risk in the
sector has reduced considerably, faster approvals and frequent FDA inspections
are here to stay. US generic opportunities are estimated to halve in the next three
years to US$ 30bn and aggressive M&A can dampen the industry margin profile.
Valuation course correction – stay selective: We believe easy money in the sector
has already been made in the last five months. Sector optimism is widespread, as
reflected in higher consensus estimates and steep valuations (which have now
begun to correct). We remain cautious and selective, initiating coverage on the
sector with BUY on Cipla, Sun Pharma (SUNP), Aurobindo Pharma (ARBP) &
Laurus Labs; ADD on Divi’s Labs (DIVI) post the recent rally & Lupin (LPC); and
REDUCE on DRRD as earnings recovery hinges on a few high-value launches.
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Price

Target

ARBP IN

Ticker

790

920

BUY

CIPLA IN

518

615

BUY

1,529

1,630

ADD
REDUCE

DIVI IN
DRRD IN

Rating

2,609

2,710

LAURUS IN

389

495

BUY

LPC IN

851

930

ADD

SUNP IN

526

615

BUY

Price & Target in Rupees

INDIA ECONOMICS

WEEKLY WRAP

26 November 2018

Oil drop positive for India
Global yields fell as oil prices slumped by 12% and concerns over slowing global
growth emerged. Flash manufacturing PMIs fell across countries corroborating
narrative of slowing global growth. US home sales data showed some recovery.
Lower yields will help US housing market. Lower oil prices and global yields drove
Indian yields lower as well. INR too has appreciated by 1.7% in the week as CAD will
be in much better shape. G-20 summit and Fed speak will decide the trajectory of
markets this week. India is insulated as lower oil prices bode well for Indian markets.

Markets


Bonds: Global yields closed lower led by 12% slump in oil prices which
closed at more than 1-year low of US$ 59/bbl. Prospects of a weak global
economy also drove yields lower. Indian 10Y yield dipped by 11bps (7.71%) in
response to falling crude prices. Liquidity deficit in the system swelled to Rs
1.2tn as on 22 Nov 2018 versus Rs 669bn in the previous week.



Currency: Except INR, all major currencies depreciated as dollar
strengthened (DXY rose by 0.5%). Concerns over weak global growth
supported the dollar. EUR depreciated by 0.7% in the week on the back of
weak consumer confidence and PMI data. INR appreciated by 1.7%
supported by declining oil prices which fell by 12% in the week to end below
US$ 60/bbl.



Equity: Global indices closed lower led by escalated concerns of trade war
and worries over slowdown in global growth. Dow was the worst performer
amongst other indices as it posted a sharp weekly loss of (-) 4.4%. This was
followed by Shanghai Comp (-3.7%) and Dax (-1.3%). Sensex too ended
the week in red.



Upcoming key events: Markets will closely watch various macro prints such
as US GDP (2nd est.) for Q3CY18, new home sales and consumer
confidence data. FOMC minutes and members’ speeches along with G20 meeting will drive markets in the week. On domestic front, GDP data
will be released this week.
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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)

General disclaimers
BOB Capital Markets Limited (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.
The BOBCAPS research team hereby certifies that all of the views expressed in this report (1) accurately reflect our personal views about the subject company or
companies and its or their securities and (2) no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendation(s) or view(s)
expressed in this report.
BOBCAPS generally 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 generally 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.
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.
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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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