
QUICK TAKE: NICKELTO REMAIN FIRM ON SUPPLY ISSUES
Nickelpricesareup10percentinonemonthonfalling
inventoriesandaforecastthatsuggestsglobaldeficit
thisyear.WhileUSFed'shintofinterestratecutsgoing
aheadislikelytoweakenthedollarandsupportmetal
prices,nickel isalsoexpectedtogainfromstrong
demandfrominfrastructuresegment
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Indicesrebound
asUS Fedsignals
interestratecut
BLOOMBERG &
SUNDAR SETHURAMAN
Mumbai,11 July

Thebenchmarkindices,track-
ing their regional peers,
rebounded from their lowest
close innearly twomonths.

This followed comments
by US Federal Reserve
ChairmanJeromePowell,who
signalledwillingness to lower
interest rates.

The Sensex rose 0.7 per
cent,or266points, to38,823.1,
while the Nifty advanced 0.73
percent,or84points toendat
11,583.TheNiftygainedforthe
first time in five sessions.

“Rate cut hopes in the US
have bolstered equities across
the globe. The slide in 10-year
yield and strength in rupee,
despite a surge in oil prices,
may ease investors’ concern
overliquidity,”saidVinodNair,
head of research, Geojit
Financial Services.

Both the Sensex and Nifty
hadclosedattheir lowest level
since May 17 on Wednesday,
after correcting close to 4 per
cent in theprevious four trad-
ing sessions. The increase in
taxes in the Union Budget is
seen as a major reason for
investors’ disappointment.

Earnings guidance from
Indian companies will be
closelymonitoredbyinvestors,
as economic growth slows.
InfosysandIndusIndBankare
the nextmajor firms to report
their earnings, with results
scheduled forFriday.

“Theongoingearningssea-
sonholdskeyforequitiesafter
the Budget. Market partici-
pants have entered the earn-

ings season with very muted
expectations,” said
Jagannadham Thunuguntla,
head (research), Wealth,
Centrum Broking. Inflation
and factory data reports, due
on the same day, may also
influence investor sentiment.

Ofthe19sectoral indicesof
the BSE, as compiled by
Bloomberg, 17 ended with
gains, ledbytheautoandmet-
al indices. Of the 31 Sensex
components,23closedtheses-
sionwithgains,while39ofthe
Nifty stocksadvanced.

Hero MotoCorp and Tata
Motors were the top gainers
among Sensex components,
gaining4.5percentand3.6per
cent respectively.

Tech Mahindra lost the
most at 1.4 per cent, followed
by ICICIBank,which fell 1 per
cent. Softening bond yields—
bothgloballyaswellasdomes-
tically — have supported the
equity markets this year,
according toexperts.

The lower yields have
helped offset poor earnings
growthandsluggisheconomic
headwinds.However, some
believe the upside could be
capped fromcurrent levels.

“Furthergainsareexpected
to be limited, as the market
seemstobeinahighvaluation
trajectory,” saidNair.

Earlier this week, Nomura
had raised theNifty target for
March2020 to 12,900.

Thebrokeragehasre-rated
the market, saying that the
softening of bond yields and
steps taken to tackle the crisis
in the non-banking financial
companies(NBFCs)sectorwill
helpvaluations.

The Smart
NEW DELHI |
FRIDAY, 12 JULY 2019 Investor

TSI P11
STREET PLUGS INTO
NTPC, POWERGRID
DESPITE STRUCTURAL
CHALLENGES

THE COMPASS

IndiGo turbulence: Street cautions
investors against checking in

RAM PRASAD SAHU

The InterGlobe Aviation
(IndiGo) stock extended its
losses for the second con-
secutive session, losing 13
per cent on a cumulative
basis. The spat betweenpro-
moters could see the stock
drop further before it sta-
bilises, said analysts.

While near-term triggers
are the June quarter num-
bers, brokerages have
advisedagainst takingafresh
exposure to thestockdespite
the sharp correction.

An analyst at a domestic
brokeragesaid: “Unless there
is visibility on the outcome
of the feud between the pro-
moters, investors should
refrain from taking an expo-
sure.Given the fight for con-
trol, thiswill taketimetoplay
out. The stock is unlikely to
seeasharpreboundanytime
soon.” Brokerage down-
grades mean the price-to-
earnings ratio has corrected
from19.3 timesaweekago to
16 times now — a fall of

17 per cent.
Jal Irani and Vijayant

Gupta of Edelweiss
Securities say that at 7.2
times its enterprise value to
operating profits prior to
rentals for FY20, the stock is
at a 100 per cent premium
to its Asian peers. The bro-
kerage has cut its target
price by 26 per cent to
~1,390, and reduced its FY21
valuationmultiple by 16per
cent to 7.5 times. The stock
is trading at ~1,354.85.

Analysts added that
IndiGo was getting premi-
um valuations for the flaw-
less execution that helped it

garner about half the
domestic aviation market,
with the top management
and promoters offering
coherent leadership.

The accusations by the
RakeshGangwal grouphave
led to fissures among pro-
moters and could puncture
the growth engine.
Edelweiss believes the need
for management focus is
even higher now, given that
IndiGo is moving from a
purely domestic low-cost
carrier market to a fiercely
competitive global arena.

The bear case scenario is
—corporate governance
issuestakeaturnfortheworse
and ‘irregularity’ is detected,
though the chances of the
same are low, say analysts.
However,therecouldbenear-
term overhang if a promoter
were to sell outhis stake.

While the void left by Jet
Airwaysisaidingyieldsandthe
bottom line of IndiGo and
SpiceJet, the Street is betting
on SpiceJet to offer more
upsideinthenearterm.
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Clarityonoutcomeoffeudsometimeaway:Analysts

Strong domestic business shot in
the arm for Torrent Pharma stock

UJJVAL JAUHARI

Shares of Torrent
Pharmaceuticalshavecorrect-
ed by over 20 per cent since
hitting 52-week highs in
March. Concerns about the
company’s US business after
the full recall of a drug,
notwithstanding the shut-
downofaplantintheUS,have
ledtoworriesregardinggrowth
in the world’s largest health
caremarket.Analysts,howev-
er,feelmostconcernsarenow
factored in the stock, while
growthdriversremaininplace.

Torrent’s business is well
balancedbetweenIndia,Brazil,
Germany, and the US, with
India contributing to half the
revenue.Thoughdisruptionin
the US business may have
some bearing, the India oper-
ationsarelikelytogrowfurther
andareakeyvaluedriver.

An analysis of AIOCD
PharmasofttechAWACSdata
and the disclosures in the
annual report by analysts at
Nomuramakesthemfeelthat
the key drivers of margin
expansion remain in place.
Nomura, thus, estimates a

288-basispoints(bps)increase
in earnings before interest,
tax,depreciationandamorti-
sation margin over FY19-22.

The company’s acquisi-
tion of the portfolio of
Unichem is also seeing mar-
ginimprovement.Analystsat
IIFLsayTorrentisbacktopre-
Unichemproductivity,within
four quarters after the acqui-
sition. The cost synergies are
evident,sayanalysts,assales,
marketing, and promotional
spending as a percentage of
domesticrevenuedeclinedby
261 bps in 2018-19 and the
company also balanced its
employee strength. Besides,
thecompanytakespricehikes
every year formost of its key
products, and the annual

priceincreaseattheaggregate
level is 200 bps higher than
thebroadermarket.

In the domestic arena,
Torrenthasfocusedonbuild-
ing large brandswith annual
revenues of over ~100 crore.
ThebrandShelcal,whichwas
part of the portfolio acquired
from Elder Pharmaceuticals,
has grown from ~170 crore
(per annum) before acquisi-
tion to ~450 crore now. The
company now has nine
brands contributing ~100
croreormoreperannum,sug-
gestsanalysts’data. Torrent’s
India sales arepegged togrow
around9percentannuallydur-
ingFY19-21byanalystsatICICI
Securities,whoalsoseesalesin
Germany growing 15 per cent
annually.USsalesare,however,
seen growing by just
6percentannually.

Analysts at Nomura, after
tweaking their forward earn-
ings for lowerUSgrowth, for-
eignexchange,highertaxand
depreciation,however,stillsee
more than20per centupside
for the stock. Target prices of
IIFLorICICISecuritiesarealso
close toNomura’s.
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Canyou takeus throughrecent
investments in India?
Ghosh:Theconsumption story remains a
major theme.This couldbeplayed through
various segments. For instance,wehave
become theprincipal investor inAscendas
IndiaLogisticsProgramme,which is
investing inwarehousing. As consumer
demand rises, sowill themovementof
goods.Therefore, theneed forhigh-quality
warehousingwill increase.Wealso
invested inAdaniPortsduring theyear.

Venkatesh: In addition,we invested inOla,
which is aplayon sharing-economy.We
invested in techcompanyUTSGlobal,
whichwe feel couldbenefit as companies
are increasinglybecomingglobal and
connected.Wealsomadean investment in
DrAgarwalEyeHospitals.

Hasyour investment stance towards India
changed?
Ghosh: In FY18, therewas a risk of theUS
economybeing overheated and fears of the
USFedhiking interest rates. Therewas a
possibility of slowdown in the
coming quarters. So,we looked at
moderating our investments in
India on account of the global
headwinds. However, the global
environment has changed.
Policymakers seem tohave recognised the
moderation in growth rates, and are
considering lowering rates.Wehave been
constructive on India given the strong
fundamentals underpinning the economy.
TheBudget also seems to indicate an
outlook on fiscal prudence. Temasek’s
exposure to India as percentage of its
overall portfolio rose to 5 per cent at the end
of FY19, from4per cent at the end of FY18.

Someof theBudgetproposalshave led to
concernsamongFPIs.What couldbe some
of the ramifications?
Venkatesh:Wearenot affectedby this.We
need to figureouthowothermarket
participants react.

Normally,we look for
policy stability and
claritywhile considering
investments. So, clarity
wouldbe ideal. Sure, the
governmentwill come
upwith some
clarification.

Ghosh:Fiscal stability
andprudenceare
important
considerations fromthe
long-termperspective.
We feel theBudgethas
indicated the same.
Several factors indicate

the economycontinues tohave robust
prospects.

Youalsohaveexposure toNBFCs.Whathas
beenyourviewon the sector?
Ghosh:Themarket is becomingmore
discerning.Higher-quality andwell-
governedNBFCsare gettingbetter access to
capital. TheNBFCspace is in a state of flux,
and is going throughaperiodof
consolidation,whichwehave seen inother
industries.We tend to focuson the
long-termpicture, givenour
investmenthorizon.

TheRBIhas cut interest rates, but is slower
transmissionmaking it difficult to
improve liquidity?
Venkatesh:Thegovernment is tryinghard
to ensure transmission.However, there
havebeenother issues, given the liquidity
situationofNBFCs.Theoverall credit
offtakehas reduced.There is also ageneral
feelingof slowdown in somesegments of
the consumer space.However,we feel these
are short-termevents.Over thenext 12-18

months,weexpectnormalcy
to return.

Has the strongmandate for the
Modi government for its second

termadded toyour constructive stanceon
the country?
Ghosh:During its last tenure, the
governmentmade important reforms such
as thegoodsandservices tax, and reforms
pertaining to theNCLTprocess.Weexpect
thegovernment to continuewith its
reformtrajectory.

Doyou feel theNCLTprocess is taking
longer, especially in the caseof certain
large stressedaccounts?
Ghosh:Therewill be initial teething issues.
However, thesewill be resolved indue
course.TheNCLTwasbrought in todeal
with issues thathave impacted thebanking
system.Aswithanynewregulation, it’s
going throughanevolutionprocess.

Singapore government-owned private equity firm Temasek has moderated its investments in India,
considering global challenges and their impact on India. However, its exposure to India as a share of its
overall portfolio rose from 4 per cent to 5 per cent ($11 billion) in FY19. Speaking to Jash Kriplani,
PROMEET GHOSH (right), deputy head of Temasek India, andRVENKATESH, managing director, share what
led to the change in investment stance and how they see consumption and other segments getting
affected by the NBFC crisis. Edited excerpts:

‘Budget seemsto indicate
outlookonfiscalprudence’
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GAINERS

Hero MotoCorp 2,507.3 4.5
IndusInd Bank 1,540.9 3.6
Tata Motors 156.9 3.6
SBI 363.1 2.5
Vedanta 163.7 2.3
LOSERS

Tech Mahindra 665.6 -1.3
Bajaj Auto 2,711.7 -1.1
ICICI Bank 426.7 -1.0
YES Bank 92.4 -0.6
TCS 2,101.5 -0.3
Compiled by BS Research Bureau

MOVERS AND SHAKERS

SAMIE MODAK
Mumbai,11 July

A higherweight inglobal indices,
better price discovery, more
control tominority sharehold-

ers, and windfall tax mobilisation on
account of long-term capital gains
(LTCG) booked by promoters, are
among thebenefitsbeing talkedabout
following theproposal to increasemin-
imum public shareholding in listed
firms to 35 per cent, from 25 per cent
at present.

The higher float may end up bene-
fitting minority shareholders.
However, the move may not prove to
be very tax-accretive for the govern-
ment, at least at current stock prices.

Ananalysisof theshareholdingdata
shows that thereareat least 1,110 listed
companieswithapromoterholdingof
above65percent.Thepromotergroup
will need to offload shares worth over
~3.4 trillion—at currentmarketprices
— in these companies, to achieve the
proposed 35 per cent float.

Giventhat the taxon long-termcap-
ital gains (LTCG) is 10 per cent, one
wouldexpect taxmobilisation inexcess
of ~30,000crore fromthegiantexercise
involvingsharesalesworth~3.4 trillion.
However, it could end up being just a
fraction of it.

When LTCG was introduced last
year, thegovernmenthadprovided the
“grandfathering” benefit on gains
made before January 31, 2018. That
meant LTCG would be applicable on
thedifferencebetweentheactual share
sale price and the closing price as on
January 31, 2018.

Interestingly, of the 1,100 compa-
nies that may have to increase their
float, the share prices of only 140 are
above their January 31 closing price,

at present.
After applying the

grandfatheringbenefit, the
LTCG on the proposed
share sale works out to just
~5,900 crore — less than 2
per cent of the total
share sale.

To be sure, increasing
the public float from 25
per cent to 35 per cent is just a pro-
posal as of now. Even if it gets
approved, the implementationwould
be spread across at least two years,
which could change the LTCG calcu-

lations in case stock prices
rally significantly from
their current levels.

“According toour calcu-
lations, the tax gain for the
government based on last
week’s prices is ~9,000
crore, excluding the sur-
charge.However, the actu-
al gain could be much

more, as the higher float norms could
come into effect two or three years
fromnow,” saidDevenChoksey,man-
aging director of KR Choksey
InvestmentManagers.

The benchmark indices have come
off by over 3 per cent since the Union
Budget, with the broader markets
underperforming during this period.

The capital markets regulator,
Securities and Exchange Board of
India, is soon expected to float a dis-
cussionpaperseekingmarket feedback
on theproposal to increasepublic float
in listed companies.

Experts say the paper will cover
aspects such as the benefits of higher
float, possible complications sur-
rounding the takeover code, andcom-
pliance timeframe.

Higher public float may not
be tax-accretive for Centre
Promoters’LTCGoutgobelow~6,000croreonsharesalesof~3.4trillion,atcurrentprices

BUDGET
IMPACT

(in ~ cr) m-cap Disinvestment Gain# LTCG tax Promoter stake* (%)
Jan-31 Current** required

TCS 799,802 799,802 56,386 14,391 1,439 72.1
HUL 376,546 376,546 8,246 1,754 175 67.2
Wipro 160,269 160,269 14,184 1,988 199 73.9
HDFC Life 91,977 91,977 10,246 680 68 76.1
Avenue Supermarts 85,796 85,796 13,899 1,972 197 81.2
SBI Life 75,865 75,865 3,642 476 48 69.8
Dabur India 71,804 71,804 2,082 272 27 67.9
Pidilite 59,830 59,830 2,842 659 66 69.8
InterGlobe 60,228 60,228 5,987 1,358 136 74.9

Source: Capitaline; Compiled by BS Research Bureau Note: *As of March 2019; **As of July 10; #After grandfathering benefit

HowLTCGtaxoutgolookslikefortopcorporatesatcurrentprices
CRACKING THE TAX CODE




