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More rate hikes in the offing

Reliance Industries | Target: Rs 2,700 | +9% | HOLD

Margin uptick in cyclicals; consumer business to drive growth

Ajanta Pharma | Target: Rs 2,050 | +24% | BUY

Margin stress continues

Daily macro indicators

SUMMARY

India Economics: Monthly Chartbook

Globally central banks are faced with the dilemma of high inflation and low growth.
Fed kept in focus the overheating inflation print and raised policy rate by 50bps. RBI
went for an abrupt rate hike before Fed’s decision and raised repo rate by 40bps.
Withdrawal of accommodation, hiking of CRR by 50bps and underlining upside risks
to inflation; all signalled towards a hawkish policy tilt. Yields went up by 35bps post
RBI policy. Even OIS 1Yr rate inched up sharply, all indicative of more rate hikes in
the future. We expect 50-75bps rate hike in FY23. Our CPI forecast has a clear
upward bias towards 6% and 10Y yield is expected to remain elevated between 7.5-
7.75%. Further, elevated growth and inflation concerns as well as persistent FPI
outflows drove INR to its record low level.

Click here for the full report.

Reliance Industries

= Q4 results in line with consensus — O2C and digital services performed well; we
raise FY23/FY24 EBITDA by 8%/4%

=  Expect consumer business to deliver 28% EBITDA CAGR over FY22-FY25;
transformation of O2C business the next trigger

= TP revised to Rs 2,700 (from Rs 2,520); maintain HOLD given 9% upside
potential

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.

Indicator 06-May  09-May Chg (%)
us 10y

yield (%) 313 3.03 (9bps)
India 10Y

yield (%) 7.45 747 2bps
USD/INR 76.93 77.46 (0.7)
Brent Crude

(US$/bbi) 112.4 105.9 (5.7)
Dow 32,899 32,246 (2.0)
Hang Seng 20,793 20,002 (3.8)
Sensex 54,836 54,471 0.7
India Fll Chg
(US$ mn) 05-May  06-May (§ mn)
FII-D 15.7 (215.8) (231.5)
FII-E (205.1) (601.7) (396.7)

Source: Bank of Baroda Economics Research

BOBCAPS Research
research@bobcaps.in


https://www.barodaetrade.com/Reports/BOBEconomics-MonthlyChartbook10May22-Research.pdf
https://www.barodaetrade.com/Reports/RelianceIndustries-Q4FY22ResultReview10May22-Research.pdf
mailto:fundamental.research@bobcaps.in
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Ajanta Pharma

= Q4 revenue 6% ahead of our estimate but margins disappointed with gross/EBITDA
margin contraction of 530bps/1050bps YoY to ~72%/24%

= RMinflation and US price erosion continued to take a toll on margins; FY23
gross/EBITDA margins guided at 75%/28%

= We cut FY23-FY24 EBITDA 9-11% and pare our EV/EBITDA multiple to 15x (vs.
17x), yielding a new TP of Rs 2,050 (vs. Rs 2,655); retain BUY

Click here for the full report.
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https://www.barodaetrade.com/Reports/AjantaPharma-Q4FY22ResultReview11May22-Research.pdf

MONTHLY CHARTBOOK

More rate hikes in the offing

Globally central banks are faced with the dilemma of high inflation and low
growth. Fed kept in focus the overheating inflation print and raised policy
rate by 50bps. RBI went for an abrupt rate hike before Fed’s decision and
raised repo rate by 40bps. Withdrawal of accommodation, hiking of CRR by
50bps and underlining upside risks to inflation; all signalled towards a
hawkish policy tilt. Yields went up by 35bps post RBI policy. Even OIS 1Yr
rate inched up sharply, all indicative of more rate hikes in the future. We
expect 50-75bps rate hike in FY23. Our CPI forecast has a clear upward bias
towards 6% and 10Y yield is expected to remain elevated between 7.5-7.75%.
Further, elevated growth and inflation concerns as well as persistent FPI
outflows drove INR to its record low level.

Consumption showing patchy recovery: The economy is slowly and steadily
gaining traction as Covid-19 cases drop across the country and mobility indices
inch up. Demand for electricity picked up amidst severe heat wave conditions.
Digital transactions and fertilizer sales continued an upward momentum.
However, PV sales and electronic imports dipped. Furthermore, moderation in
two-wheeler and tractor sales signal incipent stress in rural economy. Risks of
global spillovers are likely with the ongoing Russia-Ukraine war, tighter global
monetary policy and surge in inflation. The annoucement of normal monsoon
bodes well for rural consumption. Global food prices retreated in Apr'22 from an
all time-high in Mar’22.

Macro indicators of growth remained mixed: Indicators such as services
PMI (5-month high in Apr'22), port cargo volume, railway freight, mobility index,
showed revival. However, toll collections, E-way bill generation and property
sales showed moderation. Hence recovery is not of a durable nature. Further
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we expect, growth to come down by another 25bps in the range of 7.4-7.5% in
FY23, as higher borrowing cost is expected to curtail demand. If the supply side
bottlenecks continue to keep inflation elevated there will be a second round
impact on growth as well.

Yields under pressure: Between Apr-May’22, India’s 10Y yield rose by 63bps.
This was on account of 1) RBI's sudden hawkish policy and shifting its gear to
inflationary concerns, thus surprisingly raising policy rate by 40bps 2) Elevated
domestic inflation print in Mar'22 (7% against consensus of 6.4%), 3) Fed
raising rates successively by 25bps and 50bps and 4) global central banks
reiterating concerns about overheated inflation print. India’s 1Y OIS Swap rates
as well as the entire yield curve rose significantly; all indicative of more policy
rate hikes from RBI. We expect another 50-75bps rate hike during the year with
another increase in the Jun’22 policy. We expect RBI's CPI projection to go for
another round of upward revision. Our CPI forecast is at 5.5-6% with a clear
upward bias towards 6%. We expect 10Y yield to be between 7.5-7.75% in
FY23. However, firm demand at auction, RBI’'s OMO announcement if any and
conduct of switch by the government will lend support.

INR falls to a record-low: INR depreciated for the fourth-straight month in
Apr'22. In May’22, INR depreciated further to a record-low of 77.46/$. Broad
based-dollar strength (DXY at 20-year high), concerns over inflation, elevated
oil prices, Fed’s aggressive rate hike cycle and persistent FPI outflows are
weighing on the rupee. RBI has intervened in the forex market to support the
rupee and is likely to lent further support to INR through direct intervention or
swap auctions. INR is likely to remain volatile in the near-term.

Note: The source for all exhibits is ‘CEIC and Bank of Baroda’ unless otherwise specified

Economic Research Department
chief.economist@bankofbaroda.com
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HOLD

TP: Rs 2,700 | A 9%

RELIANCE INDUSTRIES | Oil & Gas

Margin uptick in cyclicals; consumer business to drive growth
= Q4results in line with consensus — O2C and digital services performed
well; we raise FY23/FY24 EBITDA by 8%/4%

= Expect consumer business to deliver 28% EBITDA CAGR over FY22-

FY25; transformation of O2C business the next trigger

= TP revised to Rs 2,700 (from Rs 2,520); maintain HOLD given 9% upside
potential

/23 BOBCAPS
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| 10 May 2022

Kirtan Mehta, CFA
researchreport@bobcaps.in

Q4 results broadly in line: RIL’s Q4FY22 EBITDA excluding other income stood at
Rs 313.7bn, in line with Bloomberg consensus, while net income was 3.7% short of
expectations at Rs 162bn. At the EBITDA level, whereas digital services outperformed
consensus, the retail and oil & gas businesses underperformed. Sequentially, the
rise in O2C and digital services EBITDA offset the decline in oil & gas and retail.

Raise FY23/FY24 EBITDA forecasts: We raise our FY23/FY24 EBITDA forecasts
by 8.3%/3.8% factoring in stronger refining margins, ARPU and gas price
realisations. We now forecast 35% YoY growth in FY23 EBITDA backed by both
cyclical and consumer engines. Cyclical business will benefit from a surge in refining
margin (we conservatively assume +US$ 4/bbl YoY), higher gas realisation (+117%
YoY to US$ 10.7/MMbtu) and ramp-up in natural gas production (+22% YoY). We
expect the consumer business to benefit from a projected 19% YoY rise in telecom
ARPU to Rs 179 and 38% YoY growth in retail revenue in FY23.

Consumer business driving medium-term growth: RIL has successfully
transitioned into a consumer conglomerate, achieving leadership in both digital and
retail ventures. We expect EBITDA from its consumer business to grow at a 28%
CAGR over FY22-FY25. While RIL has unlocked value in these businesses by
involving strategic investors, their upcoming listing provides an upside trigger.

Derisking of O2C business the next catalyst: RIL has embarked on a
transformation journey for its O2C business to address climate risks. This will
involve conversion of carbon feedstocks into chemicals and clean energy. The
company aims to tie up with strategic partners and investors to derisk the use of new
technologies. The approach also helps unlock value at an early stage.

Maintain HOLD: We have a revised TP of Rs 2,700 for RIL (up from Rs 2,520) with
an SOTP valuation for the refining (7.5x FY24E EV/EBITDA), petrochemicals (8.5x),
telecom (Jio Infocomm: 10x) and retail (32x) businesses. Our TP includes Rs 110 for
the value of its venture into digital services and Rs 47 for the new energy division.
We maintain HOLD given 9% upside potential from the current market price.

EQUITY RESEARCH

Key changes

Target Rating
4 )

Ticker/Price RIL IN/Rs 2,475
Market cap US$ 216.5bn
Free float 49%
3M ADV US$ 227.5mn
52wk high/low Rs 2,856/Rs 1,906
Promoter/FPI/DII 51%/24%/14%

Source: NSE | Price as of 10 May 2022

Key financials
YIE 31 Mar FY22P  FY23E FY24E

Total revenue (Rs mn) 69,99,620 91,94,527 97,16,071

EBITDA (Rs mn) 11,04,600 14,89,932 16,30,621
Adj. net profit (Rs mn)  5,84,201 8,12,135 9,26,915
Adj. EPS (Rs) 864 1200 1370
Consensus EPS (Rs) 92.7 119.5 135.0
Adj. ROAE (%) 79 10.0 104
Adj. P/E (x) 28.7 20.6 18.1
EV/EBITDA (x) 176 13.0 116
Adj. EPS growth (%) 33.8 39.0 14.1

Source: Company, Bloomberg, BOBCAPS Research | P - Provisional

Stock performance

———RIL ——— NSE Nifty (Relative)
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BUY

TP: Rs 2,050 | A 24%

AJANTA PHARMA | Pharmaceuticals | 11 May 2022

Margin stress continues

Surajit Pal | Saad Shaikh

. revenue 6% ahead of our estimate but margins disappointed wi
4 6% ahead of timate but g disappointed with
researchreport@bobcaps.in

gross/EBITDA margin contraction of 530bps/1050bps YoY to ~72%/24%

= RMinflation and US price erosion continued to take a toll on margins;
FY23 gross/EBITDA margins guided at 75%/28%

= We cut FY23-FY24 EBITDA 9-11% and pare our EV/EBITDA multiple to
15x (vs. 17x), yielding a new TP of Rs 2,050 (vs. Rs 2,655); retain BUY

Asia and India led the growth: AJP’s Q4FY22 revenue of Rs 8.7bn was 6% ahead Key changes

of our estimate led by a strong focus on branded sales in Asia (+50% YoY) and Target Rating

India formulations (+12% YoY). US sales remained lacklustre. With price hikes v <)

taken in India from April, management expects the domestic market to continue to

perform well for the company. Ticker/Price AJP INIRs 1,658
Market cap US$ 1.8bn

US launches delayed due to pending inspections: US generics revenue grew Free float 31%

only 1.2% QoQ in Q4 as strong headwinds in core portfolio pricing largely negated 3M ADV US$ 1.9mn

the growth in volumes. AJP’s earlier launch guidance has been delayed due to 52wk high/low Rs 2,435/Rs 1,631

pending approvals as the USFDA has not yet fully resumed plant inspections. Promoter/FPI/DII 70%/9%112%

Source: NSE | Price as of 10 May 2022

Margins pressure continues: AJP reported Q4 gross/EBITDA margin declines of

Key financials
530bps/1,050bps YoY to 72.5%/23.7%. Gross margin contracted due to higher raw

YIE 31 Mar FY22P FY23E FY24E
material cost, price erosion in the US (~150bps impact) and a one-time hit from the Total revenue (Rs mn) 33410 37073 40328
of two products (150bps). US price erosion has risen to ~18% for the company in Q4 EBITDA (Rs mn) 9293 10393 11508
vs. the normal average of 10%. Per management, pricing is now stabilising and Adj. net profit (Rs mn) 7127 7223 8,106
should have a reduced impact as the company launches more products from the Adj. EPS (Rs) 813 824 924
pending pipeline. For FY22, AJP’s EBITDA margin contracted 670bps. Consensus EPS (Rs) 832 995 1119

Adj. ROAE (%) 225 201 192
FY23 revenue guided to grow in mid-teens; margin to remain flat: Management Adj. PIE (x) 204 201 179
has guided for mid-teens growth in the FY23 topline. However, it expects margins to EVIEBITDA (x) 15.1 135 121

Adj. EPS growth (%) 58 13 122

remain at FY22 levels of ~28% as the industry continues to see higher input costs

) Source: Company, Bloomberg, BOBCAPS Research | P - Provisional
as well as a return of other costs to pre-Covid levels.

Stock performance

Maintain BUY, TP revised to Rs 2,050: We reduce our FY23-FY24 EBITDA

) o ) o ) ——AJP ——— NSE Nifty (Relative)

estimates by 9-11% in light of margin pressure arising from raw material cost 2400
inflation, US price erosion and expenses retracing to normal levels. Given these 2,060
headwinds, we also lower our target FY24E EV/EBITDA multiple to 15x (vs. 17x), 1,720
translating to a reduced TP of Rs 2,050 (vs. Rs 2,655). Maintain BUY as we find 1,380
1,040
branded EM franchise robust and valuation attractive at 14x/12x FY23E/24E 700

EV/EBITDA vs 5-year average of 20x. S I I

2228222822282

Source: NSE
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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

EQUITY RESEARCH 11 May 2022
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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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