INDIA STRATEGY

Q3FY22 REVIEW

Growth blunts cost inflation

= 84% of Nifty 200 stocks either beat or met Q3 consensus revenue

estimates but less than 60% did so at the net income level

= BFSI, IT, industrials and metal sectors led the earnings beat while other

sectors had an almost equal split between beats and misses

= We note visible improvement in business environment across the board

though raw material inflation remains a headwind

Beat on revenue but mixed result at net income level: To date, 97% of Nifty 200
stocks (by market cap) have reported Q3FY22 numbers. Our analysis of beats and
misses against consensus estimates for these companies indicates that 41% of
companies beat revenue estimates while 43% largely met expectations. Further,
43% of companies exceeded forecasts at the net income level while ~17% had inline
earnings. Reported revenue during the quarter was 8% higher than consensus and
net income was 6% higher.

BFSI, IT and energy sectors led the beat: The Q3FY22 revenue beat was driven
by energy, financials and materials, while the earnings beat was led by IT, energy
and financials. The banking sector saw visible improvement in both credit quality and
overall profitability. Asset growth at ~11.2% YoY was robust. The IT sector
performed well despite significant headwinds from salary hikes and attrition.

Robust growth: Our analysis of a wider set of Nifty 500 companies indicates that
overall revenue increased 25% YoY and 10% QoQ in Q3FY22 while net income
grew 32% YoY and just 3% QoQ. Revenue grew across the board, barring the
financials, real estate and healthcare sectors. Net sales was 28% higher than the
pre-pandemic quarter of Q3FY20 while net income was 113% higher.

Raw material cost inflation a clear headwind: Further analysis of Nifty 500
companies indicates that raw material costs posed a clear headwind, though
companies were largely able to pass on the higher cost to end users.

Investment view: While we believe the private capex cycle is still ~1.5 years away
(see our strategy note Macro & Micro: India at takeoff point of 11 Jan), we remain
constructive on export-oriented sectors such as IT and chemicals. We also expect
moderation in metals margin.

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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Reporting season trends

Nifty 500: Q3FY22 QoQ (%) YoY (%)
Net sales 9.6 245
Raw materials 16.8 43.7
Salaries and wages 3.2 119
Interest expenses 1.7 -1.0
Net Profit 31 324
Nifty 200: Q3FY22 Revenue (%) Income (%)
Beat 8.0 6.1

Source: Bloomberg, BOBCAPS Research


https://www.barodaetrade.com/Reports/IndiaStrategy-MacroMicro11Jan22-Research.pdf
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Fig 1 — Revenue beat
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Fig 2 — Earnings beat
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Fig 3 — Nifty 50: Sales per share Fig 4 — Nifty 50: Earnings per share
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Fig 5 — Raw material cost continues to rise... Fig 6 — ...salary cost is reducing
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Source: BOBCAPS Research, CMIE | EN = Energy, UT= Utilities, MT=Materials
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Fig 7 — Interest cost has dropped for real estate (RE) sector Fig 8 — CPI vs. Spread of operating profit margin and net
but remains elevated for communication services (CoSV) profit margin of Nifty 50 stocks
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Fig 9 — Beats and misses — Aggregates
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Reported (Rs bn) Estimate (Rs bn) Weighted Average
Sector #Cos Mkt Cap (Rs bn) Reported % Mcap reported
Revenue Income Revenue Income Revenue Income Revenue Income

Financials 45 51,314 39 95.3 2,623 586 2,473 563 6.1 4.0 18.1 11.7
Information Technology 10 32,027 10 100.0 1,471 251 1,450 253 15 (0.7 1.2 1.1
Energy 8 22,114 8 100.0 6,500 358 5,546 293 172 222 142 256
Materials 29 22,7117 28 96.7 3,073 384 2,985 382 3.0 04 45 53
Consumer Discretionary 25 15,541 23 92.6 1,666 57 1,657 57 05 1.6 37 (1.0
Consumer Staples 15 19,097 14 90.9 679 100 610 99 11.3 0.8 12.3 (4.6)
Industrials 21 13,749 21 100.0 965 78 950 74 16 49 1.9 0.2
Health Care 23 10,742 20 945 579 87 576 80 0.6 8.7 1.2 5.2
Communication Services 7 6,509 7 100.0 543 (36) 537 (31) 1.0 (14.5) 5.0 (2.9)
Utilities 13 13,083 13 100.0 889 101 790 83 125 209 9.1 0.0
Real Estate 4 1,914 4 100.0 40 11 45 1 (9.3) 0.1 (1.8) (12.5)
Total 200 2,08,808 183 96.8 18,988 1,965 17,574 1,852 8.0 6.1 7.0 4.2
Source: Bloomberg, BOBCAPS Research
Fig 10 — Beats and misses — Numbers
Sector Reported % Mcap reported - Revenue - .Income -

Beat Miss Inline No Data Beat Miss Inline No Data
Financials 39 95.3 17 5 9 8 14 9 9 8
Information Technology 10 100.0 2 0 8 0 3 1 6 0
Energy 8 100.0 6 1 0 1 5 2 0 1
Materials 28 96.7 11 3 12 2 11 13 1 2
Consumer Discretionary 23 926 6 4 10 3 10 9 1 3
Consumer Staples 14 90.9 5 0 9 0 3 6 5 0
Industrials 21 100.0 8 4 7 2 9 6 4 2
Health Care 20 945 5 3 12 0 10 8 2 0
Communication Services 7 100.0 2 1 4 0 3 3 1 0
Utilities 13 100.0 6 0 3 4 5 4 0 4
Real Estate 4 100.0 2 2 0 0 1 3 0 0
Total 183 96.8 70 23 74 20 74 64 29 20
Source: BOBCAPS Research, CMIE
EQUITY RESEARCH 4 14 February 2022
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Fig 11 — Reporting season trends
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Net sales Raw materials Salaries and wages Interest expenses Net Profit

NSE 500 Q3FY22 @a@)  Yor(s) | @oa(m  Yov(m oMy voven  PONL g vovem PN qeqen  vovem RO
Financials 04 1.9 43 221 0.1 16 8.2 12.7 1.2 (1.2) 456 8.0 358 174
Information Technology 6.3 174 121 (1.9) 9.8 4.2 20.3 48.2 16.9 25 0.5 3.2 6.7 15.1
Energy 18.9 511 206 59.9 75.5 1.1 0.1) 2.8 1.1 9.8 1.1 0.1 56.4 6.7
Materials 6.2 36.0 16.7 60.0 452 3.6 12.3 6.3 5.6 (14.6) 2.2 (11.9) 36.1 121
Consumer Discretionary 1.7 5.7 9.7 6.7 63.9 49 24 8.5 11 (1.0) 2.3 514 (24.2) 4.6
Consumer Staples 8.7 16.9 8.8 20.1 55.6 22 74 6.1 8.3 (10.5) 04 39 10.2 14.3
Industrials 13.2 231 19.6 344 46.1 51 171 14.9 23 2.0 3.9 438 9.6 7.0
Health Care (0.6) 83 0.9 59 326 (0.9) 6.8 179 (3.1) 9.1) 1.1 29.2 (11.3) 139
Communication Services 6.7 111 175 (9.8) 15 31 4.4 6.4 6.0 10.6 17.2 (50.7) 127.7 43
Utilities 8.6 333 10.7 535 56.7 58 14.9 45 29 (2.2) 6.6 48 17.3 14.3
Real Estate 0.2 (3.2) 53.2 (10.8) 10.7 (2.8) 119 6.1 (4.9) (18.2) 114 237 11.6 17.3
Total 9.6 245 16.8 43.7 45.0 3.2 11.9 10.4 1.7 (1.0) 9.9 31 324 10.6
Source: BOBCAPS Research, CMIE | Data for the companies reported till 14 February 2022
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Fig 12 — 3M change in earnings estimates
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(%) FY22 FY23 FY24
Nifty 50 0.82 1.52 2.84
Nifty 200 0.80 1.61 224
Nifty 500 0.37 1.47 2.51
NIFTY Midcap 100 (0.20) 1.49 (0.65)
NIFTY Smallcap 100 (7.38) 1.36 2.04
Nifty Bank (3.40) (1.06) (3.35)
Nifty IT 017 1.50 272
Nifty Auto (17.60) (2.88) (2.74)
Nifty Pharma (2.79) (3.79) (1.74)
Nifty Metal 5.54 5.80 443
Nifty FMCG (3.93) 0.23 (0.16)
Nifty PSU Bank 1144 11.23 9.21
Nifty Realty 0.63 3.18 3.40
Nifty Financial Services (0.47) (1.66) 0.47
Nifty Infrastructure 3.96 258 1.03
Nifty Energy 11.36 9.13 7.94
Nifty CPSE 12.92 12.61 9.60
Nifty India Consumption (2.72) 0.83 3.31
Nifty Media (0.45) 482 413
Nifty PSE 720 465 213
Nifty Commodities 5.92 8.88 233
Nifty Services Sector 0.24 0.73 3.58

Source: BOBCAPS Research, Bloomberg
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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: U65999MH 1996 GOI098009.

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.

EQUITY RESEARCH 7 14 February 2022
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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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