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Demand moderation, cost inflation to hit Q1 margins

SUMMARY

India Economics: CPI and IIP

India’s CPI rose to 7.8% in Apr'22 from 7% in Mar’'22, reaching the highest level
since May’14. This was driven by continued increase in food and fuel inflation. We
expect RBI to hike repo rate by another 25-35bps in response to curtail spiralling
prices. Industrial out in Mar'22 picked up by 1.9% from manufacturing output up by
0.8%. CPl inflation rose to 7% in Mar'221.5% in Feb’22. On an annual basis,
production was up by record 11.3% in FY22, after registering a decline in the
previous 2 years.

Click here for the full report.

India Economics: Investment Scenario

New project announcements in the manufacturing sector have improved significantly
to Rs 6.2 lakh crore in FY22 versus Rs 3.2 lakh crore in FY20. This was led by
improvement in machinery, chemicals and textiles. Services and construction sector
still seem to be lagging from losses suffered during multiple waves of Covid-19
pandemic, with new project announcements running below their pre-pandemic
levels.

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.

Daily macro indicators

Indicator 10-May  11-May Chg (%)
us 10y

yield (%) 2.99 2.92 (7bps)
India 10Y

yield (%) 73 722 (9bps)
USD/INR 77.32 77.24 0.1
Brent Crude

(US$/bbi) 102.5 107.5 4.9
Dow 32,161 31,834 (1.0)
Hang Seng 19,634 19,825 1.0
Sensex 54,365 54,088 (0.5)
India Fll Chg
(US$ mn) 09-May  10-May (§ mn)
FIl-D 353 (201.3) (236.6)
FIl-E (373.7) (449.4) (75.7)

Source: Bank of Baroda Economics Research

BOBCAPS Research

research@bobcaps.in
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Voltas

Analysis of AC/cooler ownership shows higher product penetration in North India
while the South lags

South India is VOLT’s Achilles’ heel where it has seen competitors pull ahead this
summer, depleting market share in Q4FY22

Formulation of a strong strategy for southern markets is paramount for VOLT to spur
growth and regain ground. Maintain BUY

Click here for the full report.

Ceramics: Expert call

Rising gas costs driving Morbi ceramic manufacturers to switch to propane which is
5% cheaper

Tile exports is expected to improve in Q2FY23 led by lower freight costs; exports to
double in four years

Ceramic players to face near-term margin pressure owing to domestic demand
slowdown and rising commodity cost inflation

Click here for the full report.

13 May 2022


https://www.barodaetrade.com/Reports/Voltas-CompanyUpdate12May22-Research.pdf
https://www.barodaetrade.com/Reports/Ceramics-SectorUpdate13May22-Research.pdf
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CPl and IIP 12 May 2022

Inflation spikes, IIP inching up

India’s CPI rose to 7.8% in Apr’22 from 7% in Mar’22, reaching the highest sonal Badhan
. i . i . . chief.economist@bankofbaroda.com
level since May’14. This was driven by continued increase in food and fuel
inflation. We expect RBI to hike repo rate by another 25-35bps in response
to curtail spiralling prices. Industrial out in Mar’22 picked up by 1.9% from
manufacturing output up by 0.8%. CPI inflation rose to 7% in Mar’221.5%
in Feb’22. On an annual basis, production was up by record 11.3% in

FY22, after registering a decline in the previous 2 years.

CPI climbs further up: CPI inflation rose to nearly 8 year high (8.3% in May’14) to 7.8% in Apr'22 (est.: 7.5%) from 7% in Mar'22.
With this, the CPI print has surpassed RBI’s mandate for the third consecutive month now. Food inflation rose further by 8.4% in
Apr'22 (17-month high) from 7.7% in the previous month. Within food, prices of vegetables, fruits, spices, cereals and milk rose
the most. Vegetable inflation remained elevated and in double-digit at 15.4% in Apr'22 (highest since Nov’20) compared with
11.6% in Mar’22. Fruit prices also rose by 5% from 2.5% last month and milk prices were up by 5.5% versus 4.7% in Mar’22. Price
of cereals inched up by 6% from 5%, while that of spices were up by 10.6% from 8.5%. On the other hand, prices of protein based
items (eggs, meat & fish), pulses and sugar moderated, albeit marginally. Continued disruption in global supply chain due Russia-
Ukraine war and lockdowns in China are likely to keep food inflation higher.

Core inflation hardens: Core inflation rose by 66bps to 7% in Apr'22. The increase was board-based (barring personal care and
effects). Significant jump was seen in fuel light component (10.8% versus 7.5% in Mar'22) and transport and communication
(10.9% versus 8%). Apart from this, increase was also visible in prices of clothing and footwear (9.9% versus 9.4%), education
(4.1% versus 3.6%), recreation & amusement (7.3% versus 7%)), health (7.2% versus 7%) and housing (3.5% versus 3.4%). Only
personal care and effect index showed slight moderation (8.6% versus 8.7%).

Imminent rate hike: Given the trajectory of retail inflation with food and core inflation remaining elevated, we see a case for RBI
hiking repo rate by another 25-35bps. Rising global inflation, depreciating rupee (contributing to imported inflation) and looming threat
over EU’s embargo on Russian oil makes our case stronger for a repo rate hike by RBI.

IIP growth inch up: Industrial output rose to 1.9% in Mar'22 from 1.5% in Feb’22 led by improvement in manufacturing electricity
sectors. Manufacturing output rose by 0.9% in Mar’22 following 0.5% rise in Feb’22, while electricity production was up by 6.1%
from 4.5% in the previous month. On the other hand, mining output eased to 4% in Mar'22 from 4.5% in Feb’22. On an annual
basis, overall industrial production was up by 11.3% in FY22 compared with a decline of (-) 8.4% in FY21. This is the highest print
in the current (2011-12) series. Notably, over a 2-year horizon, IIP index is 26.5% above the pre-pandemic level, signally recovery
in economic activity. All sub-sectors have performed well with manufacturing output up by 29.6%, electricity by 30% and mining by
10.4%.

Primary goods strengthen: Within use-based classification, primary and consumer goods have registered an improvement.
Primary goods clocked to 5-month high at 5.7% in Mar'22 from 4.6% in Feb’22. Consumer durables and non-durables also fell at
slower pace of (-) 3.2% (-8.7% in Feb’22) and (-) 5% (-5.8% in Feb’22), respectively. However, output of capital, intermediate and
infra goods moderated. Out of capital goods eased to 0.7% from 2% in Feb’22, while that of intermediate goods eased to 0.6%
from 3.7%. Output of infra goods was down to 7.3% from 9.1% last month. On an annual basis, barring primary and consumer
non-durables, all the other sectors registered double digit growth in FY22.
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INDIA ECONOMICS

INVESTMENT SCENARIO

Have investment intentions turned around?

New project announcements in the manufacturing sector have improved
significantly to Rs 6.2 lakh crore in FY22 versus Rs 3.2 lakh crore in FY20.
This was led by improvement in machinery, chemicals and textiles. Services
and construction sector still seem to be lagging from losses suffered during
multiple waves of Covid-19 pandemic, with new project announcements

running below their pre-pandemic levels.
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11 May 2022

Sonal Badhan
Economist

Industry-wise investment analysis

New projects announced by non-financial companies, which includes manufacturing,
mining, electricity, non-financial services, and construction & real estate, had jumped
nearly 7x by FY09 to Rs 26.7 lakh crore from Rs 4.1 lakh crore in FY96. New projects
announced since then have not been able to cross this peak, even though they had
reached Rs 23.7 lakh crore by FY16. Between FY17-FY20, cost of new projects
announced had averaged Rs 17.5 lakh crore. New project announcements had fallen
to Rs 8.4 lakh crore in FY21 but recovered to Rs 14.3 lakh crore in FY22. However,
this print is still below the pre-pandemic (FY20) level of Rs 18 lakh crore and also
below FY15/16 levels.

Over the period, some notable deviations have been observed in the change in share
of non-financial companies. In case of manufacturing, share of new projects
announced had peaked at 54.4% in FY05, and since then has hovered at an average
of 25.8% between FY06 to FY20. In FY20, new projects announced in the
manufacturing sector had fallen to 17.8%, but rose sharply to 38.3% in FY21 and
further to 43.5% in FY22. FY22 print is the highest since FYO05. This could be the case
as manufacturing sector was less hit by the subsequent waves of Covid-19, compared
with services sector.

Within manufacturing, FY21 was a good a year (new projects announced increased)
for all, except chemicals. Sharpest pick up in new projects announced (% share of
non-financial companies) was witnessed in metals and metal products (18.4% versus
4% in FY20), followed by machinery (2.5% versus 0.9%), transport equipment (3.2%
versus 1.7%) and consumer goods (1.8% versus 0.4%). However in FY22, results
were mixed. While a significant increase in new projects announced was seen in
machinery (8.3% versus 2.5% in FY21), chemicals (10.1% versus 8.7%) and textiles
(1.3% versus 0.6%); a decline was visible in transport equipment (1.6% versus 3.2%)
and consumer goods (0.8% versus 1.8%).
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COMPANY UPDATE

BUY

TP: Rs 1,250 | A 28%

Strong strategy for southern market holds the key
= Analysis of AC/cooler ownership shows higher product penetration in
North India while the South lags

= South India is VOLT’s Achilles’ heel where it has seen competitors pull

ahead this summer, depleting market share in Q4FY22

= Formulation of a strong strategy for southern markets is paramount for

VOLT to spur growth and regain ground. Maintain BUY.

VOLTAS | Consumer Durables |

/23 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

12 May 2022

Vinod Chari | Tanay Rasal

Someel Shah
researchreport@bobcaps.in

South India lags in cooling product ownership: Data from the latest National
Family Health Survey (NFHS) 2019-21 pegs the national average penetration of ACs/
coolers at 23.7%, rising to 39.5% for urban areas but at just 15.8% in rural areas.
Northern regions such as Chandigarh, Delhi, Haryana and Punjab have over 60%
penetration, ~3x the national average. However, all the key southern states (Andhra
Pradesh, Karnataka, Tamil Nadu, Kerala) are well below average, with Telangana,
Goa and Puducherry being exceptions (Fig1). While the data doesn’t separate ACs
and coolers, our interaction with industry experts indicates AC penetration at 7-8%.

Market spread data holds the key for Voltas: VOLT’s market share declined in
Q4FY22 as South India, which has an early summer, formed a higher proportion of
sales. The company’s market share fell to 23.4% vs. 25.2% in FY21 as it ceded
ground to Lloyd, Samsung and LG. VOLT has been traditionally strong in northern
markets. However, going by the NFHS data, South India becomes a more important
geography due to its lower ownership and resultant long runway for growth. We,
thus, believe VOLT must formulate a more robust strategy for the southern markets.

Longer-term strategy for the South could rejuvenate growth: VOLT is optimistic
of recouping its original market share of 25-26% by the end of summer, as sales in
the North kick in. It has already gained share in the West and East this season.
While the company is a leader at the pan-India level, we believe it must address its
market share decline in the South, where growth potential appears higher. The
company has mentioned redressing the issue through pricing, incentives and better
subventions to take on competition.

Established leader; maintain BUY: VOLT has been a longstanding market leader
commanding market share in the range of 21-26% for the past eight years (Fig 2).
We believe its Q4 market share print of 23% is a blip and expect the company to
recover some share as the season progresses. VOLT also enjoys the highest
margins among peers and is better positioned to weather the ongoing supply chain
constraints and input cost inflation, making it our top pick in the AC space. We value
the stock at 50x FY24E EPS, a 40% premium to its 5Y average. BUY, TP Rs 1,250.

EQUITY RESEARCH

Key changes

Target Rating
S B 2 <)

Ticker/Price VOLT IN/Rs 978
Market cap US$ 4.2bn
Free float 70%
3M ADV US$ 22.9mn
52wk high/low Rs 1,357/Rs 953
Promoter/FPI/DII 30%/26%128%

Source: NSE | Price as of 11 May 2022

Key financials

YIE 31 Mar FY22P FY23E FY24E
Total revenue (Rs mn) 78411 91,792 1,10,200
EBITDA (Rs mn) 5861 8,308 10,902
Adj. net profit (Rs mn) 4107 6,130 8,210
Adj. EPS (Rs) 124 185 248
Consensus EPS (Rs) 124 238 296
Adj. ROAE (%) 78 10.6 126
Adj. PIE (x) 78.8 52.8 394
EV/EBITDA (x) 54.3 383 289
Adj. EPS growth (%) (3.6) 493 33.9

Source: Company, Bloomberg, BOBCAPS Research | P Provisional

Stock performance
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SECTOR UPDATE

CERAMICS
Expert call: Demand moderation, cost inflation to hit Q1 margins

= Rising gas costs driving Morbi ceramic manufacturers to switch to

propane which is 5% cheaper

= Tile exports is expected to improve in Q2FY23 led by lower freight
costs; exports to double in four years

= Ceramic players to face near-term margin pressure owing to domestic

demand slowdown and rising commodity cost inflation

/23 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

13 May 2022

Ruchitaa Maheshwari
researchreport@bobcaps.in

We interacted with Tapan Jena, Founder of SANVT Ceramics, to gain a perspective
on the ceramic industry’s growth prospects and gas cost outlook. Key takeaways:

Long-term gas costs up by ~30%: Gas forms 30-35% of the total production cost for
ceramic manufacturers. Long-term gas cost has risen from Rs 52-53/scm levels over
the last 3-4 months to Rs 68/scm plus taxes currently and forms 80% of contractual
guantity. The additional 20% is purchased on spot basis. The industry has been able
to pass on 60% of the cost inflation. Going forward, however, companies will find it
difficult to take price hikes and will thus face margin pressure in Q1FY23.

Morbi industry enhancing gas-to-propane switching facilities: With propane
prices at a 5% discount to gas currently, many players have switched to this
alternative fuel to curb rising fuel costs. Propane costs are expected to fall by a
further 5-7% next year which will, in turn, push down gas prices.

Tile industry expected to grow 12-15% in FY23: India is the second largest tile
manufacturer after China with a Rs 500bn market (up >10% from last year), of which
Rs 13bn-14bn is branded (40% met through Morbi) and the balance is unbranded.
The industry is expected to grow at 12-15% in FY23.

Tile exports to double in four years: Tile exports have risen to Rs 12.7bn now
compared to Rs 12.5bn in FY20, supported by a 15% jump in volumes even as
realisations declined. While Q1FY23 will likely face sluggishness in exports and
realisations, Q2 should see a revival as freight costs expects to ease. Further, tile
exports are expected to double in the next four years.

Ceramic players to face margin pressure in Q1: Post Covid, the ceramic industry

witnessed strong pent-up demand which allowed players to take multiple price hikes.

Real estate demand has been robust which increased the churning of old inventory.
Though, the rising cost inflation have hindered new construction activity over the last
six months. However, players have been unable to fully pass on the rising
commodity costs. Margins will thus remain under pressure.

EQUITY RESEARCH
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 30 April 2022, out of 116 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 66 have BUY ratings, 30 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 14 are rated SELL. One company rated ADD has been an investment banking client in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

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 | 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 and wealth 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 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G0I1098009.

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
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
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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 orimmediately 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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