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FY23 BUDGET REVIEW

Focus on investment

= India’s FY23 budget continues a series of themes from previous

budgets, including elevated capex outlay and easing of regulations

= Crypto assets now brought under the tax net; scope of implementation

will likely be clearer once a consultation paper is published

= Budget proposals are positive for infrastructure, capital goods and

consumption sectors
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Realistic assumptions: The government presented the FY23 Union Budget on

1 Feb 2022. The budget pegs the FY23 fiscal deficit at 6.4%, which is largely in line
with market expectations. Long-running themes of ease of living and ease of doing
business remain in focus. Growth in India’s FY23 gross tax receipts is pegged at a
modest 9.6% over FY22 revised estimates. This is easily achievable given the
8-8.5% GDP growth assumption as per the Economic Survey. Notably, there was no
increase in income tax rates. The FM later clarified that the government did not want
to effect any increase in personal tax during the pandemic.

Elevated capital outlay: The government has also continued with elevated capital
expenditure, allotting Rs 7.5tn for FY23 (a 36% increase YoY), which along with
grants-in-aid for the creation of capital assets is tantamount to Rs 10.7tn.

Support for MSMEs extended: The Emergency Credit Line Guarantee Scheme
(ECLGS) has helped both MSMEs and banks tide over potential stress in MSME
sectors. This scheme has now been extended to Mar'23 and additional outlay has
been earmarked for the hospitality sector, which continues to be affected by Covid-19.

Crypto brought under tax net: The FM has clarified that a digital item can be termed
as currency only if it has been issued by the central bank. We believe all other crypto
assets will likely be termed virtual digital assets. All transactions in virtual digital assets

will attract 1% TDS while any income from their transfer will be taxed at a flat 30% rate.

However, full clarity on the types of assets that will be taxed will only emerge once the
relevant consultation paper is issued by the government. This apart, RBI will issue a
blockchain-based digital currency during FY23.

Sector view: Higher outlay on infrastructure along with the construction target of
8mn affordable houses in FY23 will likely mean increased demand for building
materials, including cement and steel. Robust allocation on MSP (minimum support
price) will support rural consumption. We also believe higher outlay will bolster the
capital goods and construction sectors. Easing of SEZ regulations can catalyse
private capex.

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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Fig 1 — FY23 Union Budget: Sector-wise implications
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Implications for the Sector

Renewables

Capital Goods,
Construction

Cement,
Building Material

Metals and Mining

EQUITY RESEARCH

Solar Module PLI scheme — Additional allocation of Rs 195bn
for manufacturing of high-efficiency modules with priority to fully
integrated manufacturing units

Customs duty increase on solar cells to 25% (from 20%) and
on solar modules to 40% (from 20%) to give a push to domestic
manufacturing, announced in last budget, will apply from FY23

Energy storage to be given infrastructure status

Battery swapping policy for developing EV eco system

Increased capital expenditure allocation

Gradual phase-out of concessional duty rates on capital goods
and project imports, with application of a moderate 7.5% tariff

Increased procurement from local industries in defense capital
budget

Replacement of SEZ Act with new legislation

PMAY allocation for affordable housing at Rs 480bn in FY23 (in
line with the Rs 474bn in FY22 RE and higher than the
Rs 275bn in FY22 BE)

National Highways Authority of India — Allocation increased to
Rs 651bn in FY22 RE and Rs 1,340bn in FY23 from Rs 574bn
in FY22 BE

Pradhan Mantri Gram Sadak Yojana — Allocation increased to
Rs 190bn in FY23 from Rs 150bn in FY22 BE and Rs 140bn in
FY22 RE

Urban Development & Urban Planning Support to State:

(a) Megacities and hinterland areas to become centres for
growth; (b) Tier 2 & 3 cities to be focus for growth;

(c) Modemisation of building byelaws, Town Planning Schemes
(TPS), and Transit Oriented Development (TOD)

Har Ghar, Nal Se Jal - Allocation of Rs 600bn with an aim to
cover 38mn households in 2022-23

Infrastructure development announcements include 25,000km
of highways with capex of Rs 200bn in FY23, 400 new-
generation Vande Bharat trains over the next 3 years, and 100
new cargo terminals over the next 3 years

e PMAY allocation for affordable housing

e Jal Jeevan Mission

o Metro projects allocation

o PM Gati Shakti Master Plan to be developed

Steel sector — Extension of duty exemption on scrap for FY23,
removal of CVD on stainless steel and coated steel products,
removal of ADD on straight length bars and rods of alloy-steel,
high-speed steel of non-cobalt grade and flat rolled steel
products, plated or coated with alloy of aluminum and zinc

Project imports of new coal projects and iron ore projects
registered after 30 Sep 2022 will attract 7.5% BCD

PLI proposal on solar panel manufacturing, increase in
customs duty on solar cells and solar modules, and
infrastructure status for energy storage are positive for
companies investing in solar manufacturing

Positive for the capital goods sector, particularly for companies
manufacturing domestically

Most Indian IT companies have their Indian delivery centres
located at SEZs; hence, easing of regulations will be positive
while any adverse change in the tax structure will be negative

Positive for demand growth in the cement and building material
sectors given higher allocation to PMAY and National
Highways

Overall positive — Infrastructure push to improve demand
environment for Metals and Mining sectors in medium term

Permanent revoking of ADD on coated steel products has no
immediate implication as it was not functional under the current
price environment

Permanent revoking of CVD on certain hot rolled and cold
rolled stainless steel products was also implemented earlier
and this budget only makes the same measure permanent —
hence, no incremental implications
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Implications for the Sector

Telecom

Chemicals

Coal

Oil and Gas

Education

5G rollout — Spectrum auction in CY22 for commencing rollout
inFY23

Data centres given infrastructure status

Scheme for design-led manufacturing to build a strong 5G
ecosystem as part of PLI scheme

Optical fibre network to be expanded to connect villages and
remote areas, with contracts awarded under BharatNet via the
PPP model in FY23; expected completion in CY25

Jal Jeevan Mission

Reduction in customs duty on certain critical chemicals like
methanol to 2.5% (from 5%) and acetic acid to 5% (from 7.5%)

Gradual phase-out of exemption/concessional rates on certain
chemicals for which domestic capacity exists

4 pilot projects for coal gasification and conversion of coal into
chemicals to evolve technical and financial flexibility

Levy of additional differential excise duty of Rs 2/ltr from
1 Oct 2022 to encourage blending of fuel

For direct benefit transfer on LPG, allocation lowered to
Rs 34bn in FY22 RE and Rs 40bn in FY23 from Rs 125bn in
FY22 BE

For LPG connection to poor households, allocation of
Rs 16.2bn in FY22 RE and Rs 8bn in FY23

Indraprastha Gas Grid for developing gas pipeline infrastructure
in the Northeast — allocation increased to Rs 8.5bn in FY22 RE
and Rs 18bn in FY23 from Rs 5bn in FY22 BE

Reduction in customs duty to 2.5% (from 5%) on heavy
feedstock for petroleum refining — particularly fuel oil, straight
run fuel oil, low sulphur vax residue, vacuum residue — slurry,
and vacuum gas oil

Project imports of new gas projects registered after 30 Sep
2022 will attract 7.5% BCD

World-class foreign universities and institutions will be allowed
in the GIFT City to offer courses in Financial Management,
FinTech, Science, Technology, Engineering and Mathematics
free from domestic regulations, except those by IFSCA, to
facilitate availability of high-end human resources for financial
services and technology

‘One class—one TV channel' programme of PM eVIDYA will be
expanded from 12 to 200 TV channels. This will enable all
states to provide supplementary education in regional
languages for classes 1-12

5G rollout timeline positive for data usage and ARPU growth in
medium term. However, it will call for higher capex in near term
for spectrum allocation

Demand push particularly for PVC pipe sector from higher
allocation to Jal Jeevan Mission

Reduction in customs duty on methanol and acetic acid to
benefit downstream chemicals such as MTBE, chloromethanes
and metal acetates

Pilot projects useful to assess alternative use of coal at a time
when focus is shifting away from coal use in the power sector

Neutral impact with no major changes proposed

Positive for rural households with inadequate coverage of
online classes

Source: Budget documents, BOBCAPS 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 31 January 2022, out of 115 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 63 have BUY ratings, 32 have HOLD ratings, 5
are rated ADD*, 1 is rated REDUCE* and 14 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research 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.

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.: INHO000000040 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: U65999MH1996GO1098009.

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 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.
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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.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do 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.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based
on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of 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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