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RESEARCH

India Strategy | Monthly Wrap Daily macro indicators

Valuations now in line with long term trends Indicator 28-Jun 29-Jun  Chg (%)

- US 10Y 347 309 (8h

Cera Sanitaryware | Target: Rs 5,225 | +27% | BUY yield (%) : : (8bps)

Consistent Performer ly?gffj' (102;( 747 7.46 (1bps)
USD/INR 78.77 78.97 0.2

Crompton Greaves | Target: Rs 500 | +47% | BUY 02
Brent Crude 118 116.3 (1.5)

Annual Report Analysis — Fortifying its market position (US$/bbl) ' ’
Dow 30,947 31,029 0.3
Hang Seng 22,419 21,997 (1.9)
Sensex 53,177 53,027 (0.3)

SUMMARY India Fll Chg
(US$ mn) 27-Jun 28-Jun (§ mn)

India Strategy: Monthly Wrap Fil-D (1204)  (1346) (14.2)
FII-E (139.5)  (108.4) 31.1

= Valuation will likely inch towards long term trend as market resets from an easy

. .y . . . . . S : Bank of Baroda E ics R h
liquidity framework to a traditional valuation matrix, in our view ource: Baiof Baroda Economics Researe

= Nifty 50 fell 4.5% in June, but still outperformed US and Europe. Nifty valuation
is now at the bottom end of the five-year band

= India will likely gain from manufacturing resurgence in US, new outsourcing
from Europe, and domestic market led growth

Click here for the full report.

Cera Sanitaryware

=  We expect CRS to clock revenue CAGR of ~16.5% during FY22-24E aided by
growth in sanitaryware and faucetware segments

=  Price hike of 3% in sanitaryware and 5% in faucetware in Q1 and cumulative
price hike in FY22, will enable CRS to maintain margins

=  Retain BUY rating with a revised TP of Rs 5,225 (revised PER from 35x to 32x
on FY24E) to factor in likely stress in real estate market

Click here for the full report.

BOBCAPS Research
research@bobcaps.in

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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Crompton Greaves

Leadership maintained in fans and pumps, while being a top player in lighting. BGAL
acquisition to strengthen adjacency offerings

= |t's cost savings program is one of its biggest margin shields, savings of Rs2 bn in
FY22 (3.8% of sales); cumulatively Rs5 bn in last 3yrs

=  Efforts towards brand building, R&D, scaling up distribution network should reinforce
its market position. Maintain BUY with TP of Rs500

Click here for the full report.
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INDIA STRATEGY

MONTHLY WRAP | Vvolume#s
Valuations now in line with long term trends

= Valuation will likely inch towards long term trend as market resets from

an easy liquidity framework to a traditional valuation matrix, in our view

= Nifty 50 fell 4.5% in June, but still outperformed US and Europe. Nifty
valuation is now at the bottom end of the five-year band

= India will likely gain from manufacturing resurgence in US, new

outsourcing from Europe, and domestic market led growth

Extraordinary period of 2008-22 not a good valuation benchmark anymore:
Central banks of majority of large economies unleashed a synchronised flood of
liquidity, which may be a difficult precedence to follow. While there is only a tenuous
consensus on whether this liquidity resulted in the massive extant inflation, central
banks reverting to such an easy liquidity again is a low probability scenario in our
view, given bloated balance sheets of many central banks and persistent inflation.
Therefore, both investment hypothesis and valuation in our view will gradually get
de-anchored from easy liquidity period and move more towards traditional matrices
and valuation ranges (Fig 1 and Fig 2)

Currency resilience: Nifty 50 declined by 4.5% in June 2022 with small caps
underperforming large caps. Except Auto (+1.2%), all the other sectors posted
negative returns with Metals (-12.7%) underperforming most. RBI has been less
hawkish than its global peers in raising rates. Even though INR is testing its all-time
lows against USD, Indian currency has performed better than most of its Asian
peers. On an average, Indian equity market trades at a ~50% premium to other
emerging markets. Current premium of 70%, though higher than historical levels,
can partly be justified on currency strength and robust earnings expectations.

Setback to climate activism. Latest decision by the Supreme Court of USA
restraining Environment Protection Agency (EPA) from imposing emission norms on

old power plants will likely have major implications on effecting large scale regulatory
changes in US. The decision in a way shifts major environmental (or potentially other

major) policy changes from bureaucrats to elected officials. This along with
increased usage of coal in Europe does point to a setback to energy transition
efforts. However, we believe these hurdles are largely short term, and energy
transition will continue to get reinforced by annual Conference of Parties (COP).

Several levers for India's growth: As Chinese economy slows down, we believe

India will gain from global supply chain realignments to countries like India, knock-on

effect from manufacturing resurgence in US, high energy price led outsourcing from
Europe, and underlying momentum in domestic demand. Please refer to our note of
11 Jan 22, “India at Takeoff Point” where we analysed building blocks for a faster
underlying demand growth in India. A sharp demand destruction in western
countries due to higher inflation remains the biggest near-term challenge for India.
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Valuations are now in lower end of
Syear historical range
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COMPANY UPDATE

BUY

TP: Rs 5,225 | A 27%

CERA SANITARYWARE |

Consistent Performer

= We expect CRS to clock revenue CAGR of ~16.5% during FY22-24E
aided by growth in sanitaryware and faucetware segments

= Price hike of 3% in sanitaryware and 5% in faucetware in Q1 and

cumulative price hike in FY22, will enable CRS to maintain margins

= Retain BUY rating with arevised TP of Rs 5,225 (revised PER from 35x
to 32x on FY24E) to factor in likely stress in real estate market

Construction Materials |
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Ruchitaa Maheshwari
research@bobcaps.in

We interacted with Cera Executive Director, Ayush Bagla to gain a perspective on
the company’s growth prospects and sector outlook. Key takeaways:

Gas cost impact: About 40% of CRS’s gas requirement is met by GAIL where gas
price increased to Rs 25/scm in Q1FY23 from Rs 11.13/scm in FY22. The balance
60% is met via Sabarmati Gas where prices climbed to Rs 65/scm in Q1FY23 from
Rs 59.46/scm in FY22. As per management, the company is procuring gas at a
much lower rate than the market. Gas cost is just 2.8% of overall raw material cost
for the company.

Capex of Rs 2bn by FY24 from internal accruals: CRS is expanding capacity by
1.2mn pieces each in sanitaryware (greenfield; 24-30 months) for Rs 1.3bn and in
faucetware (brownfield; by Q2FY24) for Rs 0.7bn.

Price hikes in sanitaryware and faucetware: CRS took a price hike of 3% in
sanitaryware and 5% in faucetware segment in mid-May 2022.

Healthy demand outlook with stable margin: Management expects to double the
revenues at a faster rate 18-20% CAGR in the next three-four years. In addition,
management is confident of doubling revenue within the next 3.5 years from 5 years
earlier. CRS has guided a 50-75bps rise in EBITDA margin each year.

Healthy demand traction; retain BUY: The recent capacity de-bottlenecking and
capacity expansion by 40-50% announced (which would commence operations in
the next 12-36 months) would lead the next leg of growth. CRS’ timely capacity
expansion plan, focus on improving product mix, extensive distribution network,
healthy balance sheet and rising return ratios bode well for sustainable earnings
growth. While we like the company’s a) leadership position in sanitaryware, b) scale-
up in faucetware/sanitaryware and c) robust return profile, we are concerned about
likely stress in the real estate market due to higher inflation and rising interest rate.
Hence, to factor-in, we have reduced our target multiple by ~10%. We retain BUY
rating with a revised TP of Rs 5,225 (revised PER from 35x to 32x on FY24E).
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Key changes

Target Rating
v 4 )

Ticker/Price CRS IN/Rs 4,126
Market cap US$ 678.9mn
Free float 46%
3M ADV US$ 1.2mn
52wk high/low Rs 6,450/Rs 3,515
Promoter/FPI/DII 54%120%126%

Source: NSE | Price as of 1 Jul 2022

Key financials

YIE 31 Mar FY22P FY23E FY24E
Total revenue (Rs mn) 14,458 16,850 19,634
EBITDA (Rs mn) 2,287 2,694 3,202
Adj. net profit (Rs mn) 1,568 1,802 2,124
Adj. EPS (Rs) 1206 1385 163.3
Consensus EPS (Rs) 1162 1354 1584
Adj. ROAE (%) 16.6 16.7 175
Adj. P/E (x) 34.2 29.8 253
EV/EBITDA (x) 23.1 19.7 16.8
Adj. EPS growth (%) 55.6 14.9 179

Source: Company, Bloomberg, BOBCAPS Research | P Provisional

Stock performance

———CRS  ——— NSE Nifty (Relative)
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COMPANY UPDATE

BUY

TP: Rs 500 | A 47%

Annual Report Analysis: Fortifying its market position
= Leadership maintained in fans and pumps, while being a top player in
lighting. BGAL acquisition to strengthen adjacency offerings

= [t’s cost savings program is one of its biggest margin shields, savings
of Rs2 bn in FY22 (3.8% of sales); cumulatively Rs5 bn in last 3yrs

= Efforts towards brand building, R&D, scaling up distribution network

should reinforce its market position. Maintain BUY with TP of Rs500

CROMPTON GREAVES | Consumer Durables |
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Vinod Chari | Tanay Rasal
research@bobcaps.in

Crompton was able to navigate FY22 well due to its cost-saving program,
product mix improvement, and calibrated pricing. As a part of building its
adjacent products, it acquired Butterfly Gandhimati (BGAL) in FY22. Its
leadership position continued in fans segment, while lighting saw subdued
demand in B2B lighting partly offsetting double-digit growth in B2C segment.
Project Unnati aimed at aggressive cost cutting led to the savings of Rs2 bn
(3.8% of FY22 revenue). Efforts towards brand building, R&D, scaling up
distribution network should reinforce its market position in fans and pump
division. Maintain BUY with a TP of Rs500.

BGAL to help increase presence in adjacency products — FY22 Crompton
completed acquisition of 55% stake BGAL for Rs14 bn (subsequently hiked to 81%
following its open offer in Q1FY23). Butterfly is amongst the top three kitchen and
small domestic appliances players in India. Management has stated it would be
focusing on prioritizing revenue growth over margin and anticipates operating
leverage to drive EBIT margin. With this acquisition, Crompton is enhancing its
offerings in adjacent products, with an advantage of leveraging its existing
distribution network

5-dimesnional growth strategy: The company has devised a growth strategy to
achieve its long-term strategic growth through Branding, Portfolio, Go-To-Market
Reach, Operational and Organizational focus.

Project Unnati through its design optimization, commercial negotiation, and
operational efficiency via in-house manufacturing has achieved a cost savings of
Rs2 bn in FY22 (3.8% of revenue). Notably, company has achieved cost saving of
Rs5bn over FY20-FY22.

Increase in Debt, mainly led by acquisition — The company’s Net Debt increased
to Rs6.9 bn from Net cash of Rs1.3 bn in FY21, primarily due to acquisition of

Butterfly. Net Debt/equity stood at 0.3x. Pertinently, return ratios were impacted, but
we believe that it should mean revert by FY24 as BGAL becomes earnings accretive.
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Key changes

Target Rating
4 ) 4 )

Ticker/Price CROMPTON IN/Rs 340
Market cap US$ 2.7bn
Free float 94%
3M ADV US$ 7.0mn
52wk high/low Rs 513/Rs 312
Promoter/FPI/DII 6%/38%/44%

Source: NSE | Price as of 30 Jun 2022

Key financials

YIE 31 Mar FY22A FY23E FY24E
Total revenue (Rs mn) 53,941 74589 85,017
EBITDA (Rs mn) 7,694 10,057 11,922
Adj. net profit (Rs mn) 5914 7237 9171
Adj. EPS (Rs) 9.3 1.1 14.1
Consensus EPS (Rs) 9.3 10.5 12.6
Adj. ROAE (%) 27.0 251 24.7
Adj. P/E (x) 36.4 30.5 242
EV/EBITDA (x) 27.6 214 18.3
Adj. EPS growth (%) 4.1) 19.3 26.1

Source: Company, Bloomberg, BOBCAPS Research

Stock performance
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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 June 2022, out of 118 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 73 have BUY ratings, 23 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 16 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 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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