SECTOR UPDATE

AUTOMOBILES ‘ #3 Meeting of Minds: An Expert Perspective

Gearing up for EV battery technology

We hosted Stefan Louis, CEO of Nexcharge - a technology-based JV between
Exide Industries and Leclanché of Switzerland - catering to lithium-ion tech in

India. The company is eyeing business in the domestic 2W, 3W, bus and telecom

segments. Per Stefan, the complex nature of battery technology would warrant JVs

between auto OEMs and battery manufacturers. He expects the Indian lithium-ion

battery industry to grow to Rs 40bn-50bn in four years and Nexcharge to capture

25% of the market with double-digit margins once local manufacturing begins.
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“Exclusive” JV created to address lithium-ion batteries: Nexcharge is an
exclusive 80:20 joint venture between Exide Industries and Swiss-based
Leclanché that began in Sep”18 to cater to the lithium-ion (Li-ion) battery
market in India. Sale of these batteries in the country by either partner will be
routed exclusively through this JV. The partnership will enable Leclanché to
cater to the growing Indian market and achieve raw material procurement scale

on a global level while Exide gains access to technological knowhow.

Technology-ownership model for sustained growth: Leclanche, the original
owner of the Li-ion technology, has transferred the same to Nexcharge. There
will be no element of royalty payment for its use which would ensure that

Nexcharge is able to compete efficiently with peers.

Three-phase local manufacturing strategy: Phase | (2018-20) — Nexcharge
imported batteries to be traded in India with near-zero margins to better
understand the domestic market. Phase Il (current) — The company is
procuring battery cells from Leclanché or China (75% of market) and then
adding value via mechanical design of enclosures, thermal management of
packs, wire harnessing, printed circuit boards (PCB), and electronic & software

development. The plant has a 1.5GWh assembly capacity.

Phase Ill = This will involve setup of a local cell manufacturing plant that will be
triggered once TGWh of demand visibility is achieved, which is expected in the
next 2-3 years. The current assembly plant in Gujarat is designed to be flexible
with any chemistry and has seven production lines, including various lines for
cylindrical, prismatic and pulse cells, with a low-voltage/high-voltage battery

pack line and one that provides a charge to all the cells after assembly.
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Meeting of Minds

— An Expert Perspective

This is the third in our ‘Meeting of Minds’ series
where we host experts and leaders in various
fields to discuss key events and trends in the

Auto and Aviation sectors.
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Revenue and profit outlook: According to Stefan, India is very competitive in
its product pricing and is fully aligned with imported battery prices (the only
exception being where the exporter is also a manufacturer of the cell).
Nexcharge expects to clock revenue of ~Rs 10bn in the next four years and
garner 25-30% market share. It has already won a large Rs 700mn contract
in the telecom sector. The company expects to earn a double-digit margin

once it starts manufacturing cells in India.

Target audience: Nexcharge currently caters to customers in the two/three-
wheeler, electric bus, UPS and telecom sectors. Several passenger vehicle
OEMs have also shown interest in the Li-ion technology and are in active
discussions with the company. Penetration in the telecom sector is at a pivotal
stage. Reliance Jio has already moved all its energy needs to Li-ion over the
last few years and has a fleet of ~Imn Li-ion batteries, each with SKWh
capacity. Other telecom players are also following suit and Stefan is confident

that telecom energy storage needs will eventually be fully converted to Li-ion.

Cell manufacture a key earnings contributor: About 70% of the battery value
is assigned to cells. As cells are imported, Nexcharge does not earn margins
on the same. Thus, despite making a double-digit margin on the remaining
product value, the primary earnings upside for a battery company can only
occur once the whole process — from cell manufacturing to selling the final

battery — is in place.

OEM s will need licenses to assemble batteries inhouse: While several larger
auto OEMs have announced plans to have inhouse battery assembly plants,
they would need to license the battery management system (BMS) which
include electronics and software from specialist companies such as
Nexcharge. Also, Nexcharge could look to offer locally manufactured

Li-ion cells or BMS instead of the complete battery.

JVs between OEMs and battery manufacturers more likely: Unlike lead acid
batteries which form only 1-2% of vehicle value, the lithium battery could
carry a far higher value in electric vehicles (~40%). For such a crucial role and
to ensure better efficiencies, India could witness a preference for JVs between

larger OEMs and battery manufacturers, as is currently the case in China.

End-to-end warranty: Despite importing lithium cells (either from China or
Germany), Nexcharge offers a complete warranty on the entire battery,
including cells, after rigorous testing of all the cells received at its assembly
plant. The company also ensures a back-to-back warranty for these cells from
respective manufacturers. Warranties provided to customers are in the form

of product, performance and patch protections.
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= Limited threat from hydrogen-powered technology: As per Stefan,
companies such as Samsung and LG spent billions of dollars on the Li-ion
technology much before it could become a reality for larger use. Similar
investments need to be made in hydrogen or any such technology far ahead of
time for them to become feasible. Thus, he believes it may take well over 15
years for any other technology to pose a real threat to Li-ion, which is now

making rapid inroads in most parts of the world.

*  Value chain of Li-ion batteries: Raw materials are first either mined or
recycled and supplied to chemical companies (viz. BASF, UNICOR), mainly
in Europe, Japan, USA, China and Korea. The chemical companies segregate
the active materials and supply these to battery cell manufacturers (viz.
Leclanche, LG, Samsung and other Chinese players). The battery cells are
then supplied to battery assembly companies such as Nexcharge, which
assemble the cells into battery packs and provide it to the final consumer (viz.

automotive OEMs and industrial clients)

" Recycling - one of the best value prepositions: Unlike oil, which gets burnt up
as it is used, once the battery life ends the whole product can be recycled and
put to use again. Since most of it is metal — lead, nickel, cobalt — the ability to

recycle Li-ion batteries makes the business a strong value preposition.

Stefan Louis is currently CEO and CTO of Nexcharge. He holds an MSc in

Electronics and has devoted his career to helping customers with the best available

~energy storage, conversion and management solutions in a B2B environment. In

his previous executive positions, he has had international experience in the

transport, utility and industrial battery markets

About Exide Industries: Exide Industries is India’s largest battery manufacturer.
The company offers a comprehensive battery range that covers applications
ranging from cap lamps to submarines. It has established 40,000 direct and

indirect touch points across India.

About Leclanché: Switzerland-based Leclanché is at the heart of the global
energy transition. The company is considered a world-leading provider of high-
quality energy storage solutions based on Li-ion cell technologies. It delivers
integrated battery packs for electric vehicles of all sizes, with an intelligent
interface for the charging infrastructure. It also delivers energy storage systems

that reliably add intermittent solar and wind energies to the electricity network.
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY - Expected return >+15%

ADD - Expected return from >+5% to +15%

REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

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 2021, out of 90 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 43 have BUY ratings, 16 have ADD ratings, 5 are
rated REDUCE and 26 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

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.

BOBCAPSs 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.: INHOO0000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ0O00159332 dated
20 November 2017.

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.
Obpinions 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
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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.

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. BOBCAPSs 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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