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JASH KRIPLANI

Mumbai, 22 October

The 16.2 per cent single-day
crash in the stock has dealt
heavy mark-to-market losses
to mutual funds (MFs) and for-
eign portfolio investors (FPIs).
MFs have seen the value of
their holdings erode by over
~6,891 crore, while the value of
FPI holdings has shrunk by
over ~17,772 crore. 

“As Infosys is a Nifty stock,
it is widely held in several equi-
ty schemes,” said a fund man-
ager. According to industry
estimates, it is held in over 400
schemes. The firm has over
800,000 retail investors hold-
ing 5.13 per cent stake. The val-
ue of their holding has shrunk
by close to ~2,700 crore. 

Following concerns over
corporate governance lapses-
the firm’s market value
declined by ~53,131 crore on
Tuesday, its largest single-day
fall since 2013. The scrip ended
at ~643, which was close to its
52-week low of ~600. 

On Monday, a letter by a set
of employees alleged that the
books of accounts were getting
window-dressed to hide the
real picture of the financials. 

The letter alleged that Chief
Executive Officer Salil Parekh
and Chief Financial Officer

Nilanjan Roy had directed the
finance team to follow the
alleged ‘unethical’ practices.

Among other investors, LIC
held a 6.7 per cent stake in
Infosys as of September 3.

Following the share price
decline, the value of the insur-
ers’ holding has slipped by over
~3,500 crore. 

FPIs held 33.45 per cent
stake as of September 3. 

According to foreign bro-
kerage firm Jefferies, the mul-
tiple allegations were particu-
larly related to large deals and
the letter alleged that many of
them had negligible margins. 

On Tuesday, Infosys chair-
man Nandan Nilekani said the
audit committee was looking
into the complaints. 

Further, both the CEO and
CFO have been recused from
the investigation to ensure
independence.  

This is not the first time the
IT giant has found itself in alle-
gations of corporate gover-
nance issues. Two years ago,
tensions escalated between the
founding promoters and the
erstwhile management over
alleged corporate governance
lapses, leading to the exit of the
then-CEO Vishal Sikka.

Brokerages unconvinced by letter
RAM PRASAD SAHU

Mumbai, 22 October

Brokerages are not reading too
much into the whistle-blower
allegations into Infosys’ lower
margins on large deals, and
higher unbilled revenue. A set
of employees have alleged that
unethical practices were
resorted to, on recent deal
wins with negligible margins.

Further, revenue and cost
recognition was not done with
respect to accounting norms
and this was done to improve
short-term profitability. Girish
Pai and Seema Nayak at
Nirmal Bang believe low prof-
itability from large deals, in
the initial phase, is a standard. 

“Industry, because of its
hyper competitive nature, has
been giving customers con-
cessions, in which some of the
costs are front-loaded and
margins tend to be either very
low, or even negative, in the
initial phase. This is in the

hope that margins will recover
subsequently during the life
of the contract,” they add.

In addition to aggressive
accounting, the whistle-blow-
ers also alleged that the CEO
and CFO circumvented
reviews and approvals in case
of large deals, and that critical
information was deliberately
hidden from auditors as well
as the board, given that the
treasury function took higher
risk to boost other income.

Analysts at Edelweiss

Research indicated that the
allegations were serious, but
believed they won’t directly
impact business, given that
they don’t include charges
related to violation of law in
client markets or data security
issues, which could have seri-
ous impact on business. 

The charges revolve more
around a ‘conservative versus
aggressive accounting
approach’, and thus involve
subjectivity, they added.

While the company has

received the complaint and
an audit committee compris-
ing independent members is
looking into it, the Street is
awaiting clarity from the man-
agement and more evidence
from whistle-blowers. 

Arya Sen and Ankur Pant
of Jefferies believe the issue
is likely to remain an over-
hang on the stock in the near
term, given it raises questions
over the credibility of the cur-
rent management. 

While a 100-basis-point
lower Ebit margin impacts
earnings growth by 4 per cent,
the analysts believe a price-
to-earnings derating could be
the bigger risk. 

Sustainable growth out-
performance under a new
management had led to a
rerating. Analysts at Elara
Capital anticipate a soft Q3, as
seasonality and weakness in
the financial sector and retail
verticals could create an over-
hang in the near term.

MUMBAI |
WEDNESDAY, 23 OCTOBER 2019 Investor
WWW.SMARTINVESTOR.IN FOR INFORMED DECISION MAKING <

The Smart Mindtree has seen upgrades in price targets
after the company posted strong revenue and
margin growth in Q2. Analysts expect it to post
robust growth in FY20 and FY21 going by its total
contract value. Valuations also are supportive
at less than 16 times its FY21 estimated earnings

QUICK TAKE: ANALYSTS POSITIVE ON MINDTREE “Irony is : Principles of Whistleblower policy 
were recommended to be made mandatory as 
part of Listing Agreement of SEBI, by 
Narayana Murthy Committee on Corp 
Governance in 2003. But, due to 
lobbying, this was made voluntary ''
ANAND RADHAKRISHNAN, 
CIO, Franklin Templeton Investments, 
India

The developments at Infosys
dragged the benchmark
indices lower on Tuesday. The
benchmark Sensex declined
334 points, or 0.9 per cent, to
end at 38,963.84, while the
Nifty slipped 74 points, or 0.63
per cent, to end at 11,588.

Infosys shed over 16 per
cent, weighing the most on
both gauges, and offsetting
post-earning gains in HDFC
Bank and Reliance Industries.
It made a 451-point negative
contribution to the Sensex. 

This is the sharpest decline
for the software exporter since
April 2013, shows data com-
piled by Bloomberg.

Market players said the
Infosys episode would weigh
on performance in the com-
ing days. Infosys has a 6.7 per
cent weight in the Sensex.

Besides Infosys, the stocks
reacted to September quarter
earnings, as trading resumed
after a long weekend. 

Of the 13 Nifty companies
to have announced results so
far, eight have either met or
exceeded analyst estimates. 

ICICI Bank provided the
biggest boost to the Sensex
and had the largest gain,
advancing 3.1 per cent on
reports that its weight in the
MSCI EM index was set to go
up. SAMIE MODAK & BLOOMBERG

Indices slump
following
complaint

THE COMPASS

L&T’s tech twins show contrasting fortunes
While L&T Tech
shed over 10% in
trade, LTI gained
about 7.5% in
last two sessions

RAM PRASAD SAHU

The September quarter (Q2) results and outlook
for L&T’s IT twins — L&T Infotech (LTI) and
L&T Technology Services (LTTS) — were in
contrast, and so was the market reaction. While
LTI indicated that the second half would be
strong, LTTS cut its growth guidance for the
current financial year. 

The cut in guidance did not go down well
with the Street, which led to the LTTS stock
shedding 10.45 per cent on Tuesday. On the
other hand, LTI has gained about 7.5 per cent
over the last couple of sessions. 

After muted performance over the last few
quarters, LTI put up a better show in Q2FY20.
It indicated that it won large deals in the quarter,
ramped up existing deals, and had lower client-
specific issues. All these are expected to help
the company report a better second half. 

The most important aspect was that the
firm reversed the flat revenue trend of its top
clients. LTI improved revenue contribution
from the top five clients, which had dropped
670 basis points (bps) over the last two years to
31.3 per cent. This increased by 40 bps to 31.7
per cent in Q2.

Large deal wins has been another significant
factor, with the company announcing $100 mil-

lion from services, energy and utility verticals.
This should help ramp up revenues in the sec-
ond half of the financial year. 

For LTTS, while the Q2 results were broadly
in line with estimates, the company reported
that the telecom and hi-tech verticals remained
weak. This was attributed to delays in decision-
making amid global trade tensions. 

Transportation, its largest vertical by rev-
enue, posted sequential growth of 2.4 per cent
after an average growth rate in excess of 5 per
cent for eight quarters. The Street worries that
the weakness could spread to other segments. 

The management cut its FY20 revenue
growth guidance to 10 per cent from 12-14 per
cent. This is the second time this year that the
firm has scaled down its guidance. It expects a
softer December quarter, with growth picking
up only in the last quarter. Most brokerages
have cut their earnings estimate for the com-
pany by up to 5 per cent after the guidance. 

Despite the near-term worries, analysts at
HDFC Securities continue to be positive on the
prospects of LTTS, given its technical capabil-
ities, diversified vertical mix, and niche position
in process industry and industrial products. 

Large deal wins, client mining strategies,
and superior execution, on the other hand, are
the reasons for the Street’s bullish view on LTI. 

Jubilant: Strong top line revives sentiment

Aggressive store
expansion plans
indicate firm’s
confidence for
the longer term

SHREEPAD S AUTE

Jubilant FoodWorks
(Jubilant), the master fran-
chise of Domino’s Pizza and
Dunkin’ Donuts in India,
reported a 2.2 year-on-year
(YoY) fall in net profit to ~75.9
crore in the September 2019
quarter (Q2), which was way
below Bloomberg consensus
expectations of ~94.5 crore. 

A one-time expense on
account of provisioning for
investments in stressed firms
such as Dewan Housing
Finance Corporation, and for
deferred tax, were key rea-
sons for the miss in net profit. 

However, despite the con-
sumption slowdown,
Jubilant’s net sales grew 12.1
per cent YoY to ~988.2 crore
in Q2, and was ahead of ana-
lysts’ expectations of ~964.5
crore. This enthused the
Street, with the stock gaining
over 5 per cent on Tuesday,
outperforming a 0.85 per
cent decline in the bench-
mark Sensex.

In-line same-store sales
growth (SSG), price hikes, and

strong store additions drove
the top line. 

Jubilant clocked 4.9 per
cent SSG in Q2, against the
Street’s expectations of 
3-5 per cent. 

Notably, the reported SSG
comes on the high base of
20.5 per cent SSG in the year-
ago quarter and also better
than June 2019 quarter’s 4.1
per cent. 

In Q2, the overall demand
was led by the delivery seg-
ment, while the dine-in seg-
ment was under pressure
amid weak consumer senti-
ment. What’s also encourag-
ing is the company’s aggres-
sive store expansion. 

In Q2, Jubilant added 40
stores, the highest in last 15
quarters and has also revised
its store addition target for
FY20 to around 120 from 100
earlier. 

This kind of aggressive
store expansion clearly indi-
cates the management’s con-
fidence of long-term growth
and should also support
delivery sales, say analysts. 

Further, Jubilant will also

start expanding its Hong’s
Kitchen (Chinese cuisine seg-
ment) footprint from this
quarter onwards.

Strong top line growth
along with operating leverage
helped Ebitda (earnings
before interest, tax, depreci-
ation and amortisation) mar-
gins, which shot up 704 basis
points YoY to 23.8 per cent
due to the positive impact of
new lease accounting (IND
AS 116). Adjusting for IND AS
impact, margin was
marginally lower by 37 basis
point to 16.4 per cent.

Overall, Jubilant’s Q2
show and upward store addi-
tion guidance is likely to
renew investor sentiment to
some extent for Jubilant, says
Priyank Chheda, analyst at
Reliance Securities. 

Recently, expectations of
growth pressure from online
food aggregators had impact-
ed the stock. However, while
the management believes
that online food aggregators
are likely to strengthen
Jubilant’s delivery sales, the
jury is still out on this.

BEARING THE BRUNT
Major investor categories saw a steep
decline on value of their holdings

Infosys market cap  Stake MTM loss 

loss (as on Oct 22) in % ( ~crore)#

FIIs 33.5 17,772

Mutual funds 13.0 6,891

Insurance 9.9 5,260

LIC (part of ins.) 6.7 3,560

Retail and HNIs 10.7 5,690

Promoters 13.2 6,992

ADR and others 19.8 10,525

Total 100 53,131
# Mark-to-market loss over October 18, 2019
Compiled by BS Research Bureau Source: Capitaline

PUNEET WADHWA & DEEPAK KORGAONKAR

New Delhi/Mumbai, 22 October

The Sensex and Nifty have posted
gains of 11 per cent and 10 per
cent, respectively, during Samvat

2075 — the Hindu calendar year.
However, analysts have ruled out a runway
rally in Samvat 2076, on the back of domes-
tic and global headwinds. They say these
factors could keep indices volatile through-
out the year.

On the domestic front, health of the
economy, fiscal and current deficits, flows
— both from foreign and domestic
investors — into equities as an asset class,
interest rates, liquidity issues, policy ini-
tiatives by the government, and modest
growth in corporate earnings, are factors
likely to impact sentiment. Globally, the
trade war, monetary policy of major central
banks, and oil prices are factors that will

dictate market direction, the analysts add.
“Samvat 2076 will be a tale of two

halves. Things should improve back home
after March 2020 once policy measures
announced by the government and the
Reserve Bank of India (RBI) bear fruit.
Sentiment will remain subdued till then.
Global factors, especially the US-China
trade war, monetary policy of global cen-
tral banks, and geopolitical issues will also
play an important role. Expect the Nifty
to trade in the broad range of 10,500-13,000
over the next year,” said U R Bhat, manag-
ing director of Dalton Capital.

Madan Sabnavis, chief economist at
CARE Ratings, shares a similar view with
respect to a pick-up in key economic indi-
cators. While various measures announced
by the government will aid sentiment in
terms of improving overall economic activ-
ity, he expects the impact to be spread over
a period of time. “The near-term impact

will be limited. Improvement may be vis-
ible only in the next financial year, and be
contingent on a sustained pick-up in con-
sumption demand, which, in turn, could
stimulate investment,” says Sabnavis.

On their part, foreign portfolio
investors (FPIs) with a net investment of
~69,792 crore ($10 billion), and domestic
institutions that put in a net ~65,822 crore,
continued to repose their faith in India
and equities as an asset class during
Samvat 2075.

“The corporation tax cut has changed
the market level. While there is an argu-
ment for rerating — on growth, relative
competitiveness, and cost of capital — the
US’ experience with tax cuts, the economy
and markets is more sobering. We believe
it provides a risk appetite uptick for busi-
nesses — a pre-requisite for acceleration
— but not enough to factor it in, yet. See a
modest market upside over the next year

(up 8 per cent),” believes Aditya Narian,
head of research (institutional equities),
Edelweiss.

Rate cut to the rescue?
Most experts see the RBI continuing with
its accommodative stance. Nomura, for
instance, expects a 15-basis-point (bp)
cut in repo rate to 5 per cent in the next
policy review in December. Indranil Sen
Gupta, director and India economist at
Bank of America Merrill Lynch, expects
more policy response from the govern-
ment to stimulate demand and an
aggressive 25 bps cut.

“The government may cut income tax
to stimulate demand if the on-going festive
demand turns out really weak. Given that
the corporation tax rate cut has already
cost the exchequer 0.7 per cent of the GDP,
the bar for an income tax rate cut remains
very high,” he wrote in a recent report.

Samvat 2076: Indices may remain under bear grip
BSE SECTORAL INDICES: HOW THEY FARED

Nov 6,‘18 Oct 22,’19 % chg

Consumer durables 19,248.15 26,975.34 40.1

Realty 1,753.53 2,030.10 15.8

Oil and gas 13,388.13 15,432.29 15.3

Bankex 28,908.78 33,247.59 15.0

FMCG 11,109.54 12,008.05 8.1

Capital goods 18,060.97 18,510.51 2.5

Power 1,954.45 1,986.28 1.6

Information technology 14,228.40 14,370.31 1.0

Healthcare 14,441.86 12,831.86 -11.1

Auto 20,508.51 17,809.46 -13.2

Metal 12,899.04 9,091.70 -29.5

Sensex 34,991.91 38,963.84 11.4

Nifty 10,530.00 11,588.40 10.1
Data compiled by BS ResearchBureau

STREET AWAITS CLARITY 
Brokerage Rating Target (~) Upside (%)

Edelweiss Buy 955 49

Nirmal Bang Sell 625 -3

Jefferies Buy 915 42

Motilal Oswal Buy 880 37

Elara Capital Under review 854 33

Emkay Global Hold 785 22
Upside from current market price of ~643
Source: Brokerages 

N INFOSYS: DAY AFTER ALLEGATIONS N

Investors suffer ~53,000 cr
loss, MFs lose ~6,900 cr
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MATUNGA BAZAAR BRANCH
266-A, Temple Avenue, Deodhar Road, Matunga Bazar,

Matunga East, Greater Mumbai-400 019

NOTICE FOR JEWEL LOAN AUCTION

Place : Mumbai Authorised Officer
Date : 23.10.2019 Indian Bank

NAME OF BORROWER SHARAD CHANDRAN
KUMAR SWAMINATHAN

JEWEL LOAN A/C NO. 6576993033
BALANCE OUTSTANDING AS
ON 24.10.19

Rs. 95141

AUCTION DATE 25.10.19
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