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Global yields fell as crude prices edged below US$ 60/bbl and US Fed turned
dovish. Anticipated positive outcome of the US-China trade talks further
supported the markets. Global equity markets went up, but Europe and China
under-performed. Notably, Chinese economy slowed down further in the
month. Even India’s growth moderated to 7.1% in Q2FY19 (8.2% in Q1FY19)
as consumers cut down on spending. Manufacturing growth also decelerated.
With energy prices falling, growth is likely to remain at Q2FY19 levels in H2.
RBI to remain on hold.
Click here for the full report.
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Sun Pharma
Sun Pharma’s (SUNP) valuation multiple has de-rated ~15% in the last six
trading sessions amidst various allegations, including the arrangement with
Aditya Medisales, a spike in non-current loans & advances, and recent
whistleblower claims of insider trading linked to the Ranbaxy buyout.
Management allayed most of these concerns in its conference call today,
addressing the media-led allegations in detail and stressing its focus on strong
corporate governance. While we await further action from SEBI, we do not see
any major adverse implications on SUNP’s business and hence on earnings.
Reiterate BUY with an unchanged Mar’20 target price of Rs 615 (16x FY21E
EV/EBITDA).
Click here for the full report.

IT Services
The Trump administration on Friday proposed key changes to H-1B visa rules
wherein: (1) companies will require to electronically register their petitions in
advance, and (2) the order of selection under the H-1B and advanced degree
caps will be reversed to ensure more approvals for highly skilled resources. Post
localisation and reskilling measures over the past three years, we believe Indian
IT vendors are better placed to tackle visa constraints but expect valuation
pressure due to market apprehensions over the potential earnings impact.
Click here for the full report.

Automobiles
Weak consumer sentiment, moderate festive season sales and a systemic
liquidity crunch dampened auto sales across most segments in November.
Maruti Suzuki (MSIL) reported a 0.7% YoY dip in volumes whereas Hero
MotoCorp (HMCL) reported meagre 0.8% growth. CV sales also remained
sluggish as MHCV sales fell 18-24% YoY, partly offset by LCVs which remain
the best performing segment. Tractor sales were healthy, rising 13% YoY for
M&M (MM) whereas Escorts posted a strong 56% YoY growth.
Click here for the full report.
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US Fed turns dovish
Global yields fell as crude prices edged below US$ 60/bbl and US Fed turned
dovish. Anticipated positive outcome of the US-China trade talks further supported
the markets. Global equity markets went up, but Europe and China underperformed. Notably, Chinese economy slowed down further in the month. Even
India’s growth moderated to 7.1% in Q2FY19 (8.2% in Q1FY19) as consumers cut
down on spending. Manufacturing growth also decelerated. With energy prices
falling, growth is likely to remain at Q2FY19 levels in H2. RBI to remain on hold.

Markets


Bonds: Global yields fell for the second consecutive week, supported by
lower crude oil prices and Fed chairman’s dovish statement that US rates
are close to ‘neutral’. Weaker than estimated US consumer confidence and
home sales also drove yields lower. Indian 10Y yield dipped by 10bps
(7.61%) driven by RBI’s announcement of OMO purchases of Rs 400bn
in Dec’18. Liquidity deficit in the system decreased to Rs 960bn as on 30
Nov 2018 versus Rs 1.1tn in the previous week.



Currency: Despite US 10Y tipping below 3%, DXY index went up by 0.5%
in the week as concerns over outcome of trade talks between US and
China drove most currencies lower. EUR and GBP were also impacted by
uncertainty around Brexit and Italy. AUD and INR appreciated. INR
strengthened by 1.6% to close below at 69.58/$ as oil prices continued to
remain below US$ 60/bbl. Equity FII inflows of US$ 609mn in the week
also lent support.



Equity: Led by dovish stance of US Fed Chairman and hopes of positive
outcome from the G20 summit on US-China trade front, global equity
indices closed higher. Dow went up by 5.2%, followed by Sensex (3.5%)
and Nikkei (3.3%). European and Chinese markets under-performed.
Former because of Brexit and Italy, latter because of poor data.



Upcoming key events: This is a data heavy week with release of
manufacturing and services PMIs across the world besides US payroll data
and German and US factory orders. On the domestic front, India’s
manufacturing and services PMI and RBI’s monetary policy decision are
awaited this week.
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FLASH NOTE

BUY
TP: Rs 615 |  35%

SUN PHARMA

| Pharmaceuticals

| 03 December 2018

Concerns overblown – reiterate BUY

Key conference call takeaways: Management highlighted that –
1) the allegations raised have been sourced from the media – some date back
over 15 years and some are factually incorrect,
2) the arrangement with Aditya Medisales is geared towards an efficient tax
structure and is in the interest of stakeholders, though the company is open
to change should investors flag issues,
3) loans & advances in FY18 (Rs 22.4bn from Rs 0.7bn in FY17) are pharmarelated structured business loans pertaining to non-related parties. SUNP
has an option to unwind these transactions to allay investor concerns though
management is comfortable about the security of the investments,
4) Sudhir Valia’s involvement in the company is limited to tax planning,
5) the audit of a few subsidiaries by Valia & Timbadia was in accordance with
the law – these subsidiaries are non-material and hence did not merit the
engagement of external audit firms,
6) SUNP has not stood guarantee for any of Suraksha Realtors liabilities,
7) the company was never involved in insider trading for the Ranbaxy deal
(case already settled with SEBI),
8) SEBI has provided no communication on the whistleblower or on reopening
of the insider trading case.
Maintain positive view: While we await further action from SEBI, we do not see
any major adverse implications on SUNP’s business and hence on earnings.
Post today’s correction, the stock is trading at 13x FY20E EV/EBITDA which is
5% lower than large-cap peers and in line with Dr Reddy’s. This despite SUNP
deriving 70% of its EBITDA from India and other emerging markets, which
merits a higher multiple. Outperformance in coming quarters or Ilumya scaleup could be strong near-term catalysts. Reiterate BUY with an unchanged
Mar’20 target price of Rs 615 (16x FY21E EV/EBITDA).
EQUITY RESEARCH

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

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

SUNP IN/Rs 455
US$ 15.5bn
2,399mn
US$ 63.0mn
Rs 679/Rs 435
54%/17%/16%

Source: NSE

KEY FINANCIALS
Y/E 31 Mar

FY19E FY20E FY21E

Adj. net profit (Rs mn) 37,789 48,601 56,465
Adj. EPS (Rs)

15.8

20.3

23.5

Adj. EPS growth (%)

12.2

28.6

16.2

7.9

9.1

9.5

Adj. P/E (x)

28.9

22.5

19.3

EV/EBITDA (x)

15.5

12.8

10.7

Adj. ROAE (%)

Source: Company, BOBCAPS Research

STOCK PERFORMANCE
SUNP

(Rs)
920
820
720
620
520
420

Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17
Jun-17
Sep-17
Dec-17
Mar-18
Jun-18
Sep-18
Dec-18

Whistleblower allegations cast shadow on valuations: Sun Pharma’s (SUNP)
valuation multiple has de-rated ~15% in the last six trading sessions amidst
various allegations, including the arrangement with Aditya Medisales, a spike in
non-current loans & advances, and recent whistleblower claims of insider
trading linked to the Ranbaxy buyout. Management allayed most of these
concerns in its conference call today, addressing the media-led allegations in
detail and stressing its focus on strong corporate governance.

Source: NSE

Click here for our last detailed report
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Valuation headwinds from new H-1B visa curbs
The Trump administration on Friday proposed key changes to H-1B visa rules
wherein: (1) companies will require to electronically register their petitions in
advance, and (2) the order of selection under the H-1B and advanced degree
caps will be reversed to ensure more approvals for highly skilled resources. Post
localisation and reskilling measures over the past three years, we believe Indian
IT vendors are better placed to tackle visa constraints but expect valuation
pressure due to market apprehensions over the potential earnings impact.

BOBCAPS Research
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Tougher visa caps ratcheting up pressure on India IT players: Following a slew
of tighter controls on work visas in the US, we have seen a marked increase in
the rate of visa denials (at ~24% in Q4FY17 vs. ~18% in Q1FY17) and scrutiny
for Indian petitions (72% rate of request for evidence in Q4FY17 vs. 18% in
Q1FY17). During the Sep’18 quarter, several Indian IT companies (Hexaware,
Persistent) and US-based players (DXC, Virtusa) commented on their inability
to execute some onsite projects due to the talent crunch induced by H-1B visa
caps and scarcity of local resources (US tech unemployment rate at 2.1%).

KEY RECOMMENDATIONS

Immigration priority on US Congress’s Fall 2018 agenda; close monitoring
warranted: While the Trump administration’s immigration stance is not new, it
warrants close monitoring as both the potential long-term solutions
(localisation) and short-term remedies (subcontracting) will have operating
cost ramifications for Indian IT service providers.
Localisation inevitable; potential cost impact puts valuations at risk: In our
view, localisation is an inevitable but long-term solution. Over the last three
years, Indian IT companies have emphasised on localisation, reskilling and onsite
training centres to reduce dependence on H-1B visas (new visa approvals for
the top 5 Indian IT players dropped 41% in FY17 vs. FY15 (Sep year-end).
Buoyant deal activity underscores an improvement in IT spends despite the
adverse regulatory changes. That said, market apprehensions over the likely
business, margin and earnings impact of the visa caps may put pressure
on valuations.
Top picks: Amongst large-caps, we continue to prefer Infosys followed by
TCS. Hexaware, L&T Infotech and Mphasis are our preferred names amongst
mid-cap players.
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03 December 2018

Nov’18 Auto Sales remains muted
Weak consumer sentiment, moderate festive season sales and a systemic
liquidity crunch dampened auto sales across most segments in November.
Maruti Suzuki (MSIL) reported a 0.7% YoY dip in volumes whereas Hero
MotoCorp (HMCL) reported meagre 0.8% growth. CV sales also remained
sluggish as MHCV sales fell 18-24% YoY, partly offset by LCVs which remain
the best performing segment. Tractor sales were healthy, rising 13% YoY for
M&M (MM) whereas Escorts posted a strong 56% YoY growth.

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

PV sales sluggish: PV sales remained tepid across companies as weak start to
festive season sales led to inventory buildup across dealers. Higher insurance
cost and weak consumer sentiment also eroded demand this festive season. On
a company-wise basis: (1) MSIL posted a 0.7% YoY dip in volumes as domestic
sales grew just 0.5% whereas exports dropped 19%. The Mini segment was the
worst hit, plunging 22% YoY. (2) MM’s PV sales increased a mere 1% YoY as
UVs, which contribute ~90% volume share, grew at 1%. (3) Tata Motors’
(TTMT) domestic PV segment dropped 1% YoY to 16,982 units.

KEY RECOMMENDATIONS

Two-wheelers show mixed trend: TVS Motor (TVSL) and Bajaj Auto (BJAUT)
reported healthy volume growth of 27% and 25% YoY respectively, albeit on a
lower base (Nov’17 saw moderate sales as it followed the festive season). 2W
sales for TVSL/BJAUT grew by 26%/31% YoY. Hero Motors’ (HMCL) volumes
were up only 1% to 610,252 units and Royal Enfield (RE) sales dipped 6% YoY
to 65,744 units. Dealers believe that the recent shocks from increased
insurance costs and higher fuel prices are behind and are seeing early signs of
normalising demand.
MHCVs hit by liquidity squeeze: MHCV sales were affected the most by the
recent liquidity crunch in the market as majority of sales are done on financing
terms. However, continued strong momentum in LCV demand arrested the
plunge in overall CV sales. Company-wise: (1) Ashok Leyland’s (AL) volumes
dipped 9% YoY due to an 18% dip in MHCVs. (2) MM’s CV sales increased
26% YoY led by LCVs (+29%) while MHCVs declined (–20%). (3) TTMT’s
domestic CV sales slipped 5% YoY.
Tractor sales spike: MM reported tractor sales of 25,949 units (+13% YoY)
while Escorts grew much faster at 56% YoY, selling 8,005 units.
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SALES SNAPSHOT
Ticker

Volume

YoY (%)

MoM (%)

AL IN

13,121

(9.2)

(13.4)

406,930

24.7

(19.7)

EIM IN*

70,464

(6.1)

(7.8)
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0.8

(16.9)
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(32.8)
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(0.7)

4.6
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27.0

(19.7)

TTMT IN

55,074

(4.0)

(11.5)

Source: Company | *RE & VECV combined
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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.

EQUITY RESEARCH

04 December 2018

FIRST LIGHT

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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