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Divi's Labs | Target: Rs 5,250 | +22% | BUY
Remarkable quarter; upgrade to BUY

V-Mart Retail | Target: Rs 4,430 | +24% | BUY

Well placed to capture value fashion opportunity; raise to BUY

BOB Economics Research | lIP

Industrial growth disappoints

Daily macro indicators

SUMMARY

Divi's Labs

= Q8 surpassed expectations on all fronts with revenue/EBITDA growth at
49%/62% YoY, ahead of consensus by 15%/26%

=  Operating leverage helped EBITDA margin expand 360bps YoY to 44.6%
despite 250bps gross margin correction

= On rollover and rationalising our target FY24E EV/EBITDA to 27x (vs. 31x), we

have a new TP of Rs 5,250 (vs. Rs 5,540); raise from HOLD to BUY

Click here for the full report.

V-Mart Retail

= Q83 revenue growth at 47% YoY to Rs 6.9bn, with 83% coming from VMART

and 17% from Unlimited stores

= EBITDA up 30% YoY to Rs 1.4bn but margin declined 255bps to 19.6% owing

to higher RM and no rental concessions

=  We roll valuations to FY24 and reset to 21x EV/EBITDA (vs. 24x), leaving our

TP intact at Rs 4,430; upgrade from HOLD to BUY post correction

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.
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India Economics: IIP

IIP growth eased to 0.4% in Dec’21 from 1.3% in Nov'21 led by mining (2.6% from 4.9%
in Nov’'21) and manufacturing output (declined by -0.1% from an increase of 0.8%).
Within manufacturing, output of furniture and electrical equipment disappointed the most.
Capital goods output contracted to 11-month low of 4.6% in Dec’21. Notably, IIP growth
over a 2-year basis (2.6% in Dec’21) is back up to pre-pandemic levels.

Click here for the full report.

EQUITY RESEARCH 14 February 2022
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RESULT REVIEW

BUY

TP: Rs 5,250 | A 22%

DIVI'S LABS | Pharmaceuticals

Remarkable quarter; upgrade to BUY
= Q3 surpassed expectations on all fronts with revenue/EBITDA growth at
49%/62% YoY, ahead of consensus by 15%/26%

= Operating leverage helped EBITDA margin expand 360bps YoY to 44.6%

despite 250bps gross margin correction

= On rollover and rationalising our target FY24E EV/EBITDA to 27x (vs. 31x),
we have a new TP of Rs 5,250 (vs. Rs 5,540); raise from HOLD to BUY

/23 BOBCAPS
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| 11 February 2022

Surajit Pal | Saad Shaikh
researchreport@bobcaps.in

Beats consensus estimates by wide margin: DIVI reported standalone Q3FY22
revenue/PAT of Rs 24.7bn/Rs 9.1bn, a beat of 15%/45% over consensus. The
custom synthesis business grew 86% YoY and generic APl was up 27% YoY.
Custom synthesis, generic APIs and nutraceuticals contributed 50%, 44% and 6% of
revenue respectively.

Capex yielding fruit in challenging times: In line with the industry, DIVI faced
challenges during Q3 such as steep price increases for some raw materials due to the
energy crisis in China, but it was able to partly mitigate the headwinds by diversification
of procurement sources, long-term contracts with key suppliers, backward integration
on key products and selective product offerings. On the logistical front, the company
faced limited manpower availability and congestion at ports as well as container
shortages, which impacted shipments. However, recent capex for backward integration,
debottlenecking and upgrades have minimised supply risk and production disruptions.

Operating leverage aids EBITDA margin gains despite lower gross margin:
Gross margin for the quarter dipped to 66.5% (-250bps YoY, -40bps QoQ), but lower
staff cost at 10% of revenue (-410bps YoY) and reduced SG&A expense at 12% of
revenue (-200bps YoY) aided EBITDA margin expansion of 360bps YoY (+300bps
QoQ) to 44.6%.

Raise to BUY: Given the impressive 9MFY22 performance (revenue/EBITDA up
26%/31% YoY), we raise our FY22 revenue and EBITDA estimates by 3% each.
The stock is trading at 25x/21x FY23E/FY24E EV/EBITDA after correcting 11% in
the last three months. Given the current high base, capacity utilisation of ~85%,
delays at the Vizag plant as well as easing of the pandemic (affecting Molnupiravir
demand), we rationalise our target EV/EBITDA multiple to 27x (31x earlier) —in line
with the one-year forward consensus multiple. On moving to FY24 valuations, we have
a new TP of Rs 5,250 (Rs 5,540 earlier) and upgrade the stock from HOLD to BUY.

EQUITY RESEARCH

Key changes

Target Rating
v

Ticker/Price DIVIIN/Rs 4,291
Market cap US$ 15.1bn
Free float 48%
3M ADV US$ 34.4mn
52wk high/low Rs 5,425/Rs 3,153
Promoter/FPI/DII 52%121%116%

Source: NSE | Price as of 11 Feb 2022

Key financials

YIE 31 Mar FY21A FY22E FY23E
Total revenue (Rs mn) 72,261 86,407 99,475
EBITDA (Rs mn) 31,166 36,975 43,562
Adj. net profit (Rs mn) 22,497 26,125 30,900
Adj. EPS (Rs) 84.7 984 1164
Consensus EPS (Rs) 84.7 934 1131
Adj. ROAE (%) 271 26.0 26.2
Adj. P/E (x) 50.6 436 36.9
EV/EBITDA (x) 36.1 304 256

Adj. EPS growth (%)

50.9 16.1 18.3

Source: Company, Bloomberg, BOBCAPS Research

Stock performance
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RESULT REVIEW

BUY

TP: Rs 4,430 | A 24%

V-MART RETAIL | Retalil

Well placed to capture value fashion opportunity; raise to BUY
= Q3 revenue growth at 47% YoY to Rs 6.9bn, with 83% coming from
VMART and 17% from Unlimited stores

= EBITDA up 30% YoY to Rs 1.4bn but margin declined 255bps to 19.6%

owing to higher RM and no rental concessions

= We roll valuations to FY24 and reset to 21x EV/EBITDA (vs. 24x), leaving
our TP intact at Rs 4,430; upgrade from HOLD to BUY post correction

/23 BOBCAPS
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| 11 February 2022

Ruchitaa Maheshwari
researchreport@bobcaps.in

Revenue at pre-Covid levels on healthy store openings, Unlimited consolidation:
Q3 is traditionally a strong quarter backed by festive demand, the marriage season
and onset of winter. This coupled with successful integration of ‘Unlimited’ business
in South and West India drove VMART’s Q3FY22 revenue up 47% YoY to Rs 6.9bn.
The acquisition also contributed positively to overall profitable growth. A like-to-like
comparison that excludes Unlimited indicates 22% YoY revenue growth.

Turnaround at Unlimited: Management intends to gradually move Unlimited outlets
to VMART branded stores following its ‘One Nation One Brand’ philosophy, with
sharper price points, better quality fabric, improved variety and own private labels. The
target is to drive up footfalls, volume growth and store productivity in 2-3 years.
Management expects Unlimited to turn profitable over 1-2 years.

Higher RM and rental cost affects margin: Gross margin contracted 30bps YoY to
37% in Q3 with employee cost/other expenses up 65%/86% YoY. VMART posted a
255bps YoY decline in EBITDA margin to 19.6% owing to higher raw material cost
and a lack of rental concessions. EBITDA increased 30% YoY to Rs 1.4bn.

Poised for recovery...: We like VMART as a structural long-term story to play the
shift from unorganised to modern retail. We expect the company to deliver healthy
earnings growth on the back of aggressive store expansion, mid-to-high single-digit
SSSg, superior store economics, geography expansion and a healthy balance sheet.
Recent acquisition of the Unlimited value retail chain and aggressive store additions in
core markets should fuel steady growth, well supported by a lean balance sheet.

...raise to BUY: Given the vast growth opportunity in the value fashion segment and
VMART’s strong execution capability, we believe the company is well positioned to
compete with regional and national players. Post Q3, we raise FY22/FY23 EPS
estimates by 98%/3% and also introduce FY24 numbers. Our TP remains at Rs 4,430
as we roll valuations over to FY24 while resetting to 21x EV/EBITDA multiple (vs. 24x
earlier on FY23E) compared to its five-year median of 24x. Following the recent 23%
correction in stock price from its 52-week high, we upgrade to BUY from HOLD.

EQUITY RESEARCH

Key changes

Target Rating
4 )

Ticker/Price VMART IN/Rs 3,583
Market cap US$ 937.6mn
Free float 54%
3M ADV US$ 0.9mn
52wk high/low Rs 4,849/Rs 2,493
Promoter/FPI/DII 46%/21%132%

Source: NSE | Price as of 11 Feb 2022

Key financials

YIE 31 Mar FY21A FY22E FY23E
Total revenue (Rs mn) 10,755 17,820 24,499
EBITDA (Rs mn) 1,192 2,042 3,128
Adj. net profit (Rs mn) (340) 369 988
Adj. EPS (Rs) (17.2) 18.7 50.1
Consensus EPS (Rs) (17.2) 19.0 59.2
Adj. ROAE (%) (5.3) 44 109
Adj. P/E (x) (207.9) 1913 715
EV/EBITDA (x) 59.0 335 213
Adj. EPS growth (%) (170.0) (208.7)  167.7

Source: Company, Bloomberg, BOBCAPS Research

Stock performance
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Industrial growth disappoints

Madan Sabnavis
Chief Economist

IIP growth eased to 0.4% in Dec’21 from 1.3% in Nov’21 led by mining

(2.6% from 4.9% in Nov’21) and manufacturing output (declined by -0.1% chief.economist@bankofbaroda.com

from an increase of 0.8%). Within manufacturing, output of furniture and
electrical equipment disappointed the most. Capital goods output Jahnavi
contracted to 11-month low of 4.6% in Dec’21. Notably, IIP growth over a 2-

year basis (2.6% in Dec’21) is back up to pre-pandemic levels.

IIP growth moderates: Industrial output softened further for the fourth month in a row to 0.4% in Dec’21 from 1.3% in Nov’'21.
Mining output moderated to 10-month low of 2.6% in Dec’21 compared with 4.9% in Nov’'21. Manufacturing output contracted by
0.1% in Dec’21 compared with an increase of 0.8% in Nov’21. The only bright spot was electricity registering a growth of 2.8% in
Dec’21 (2.1% in Nov’'21). Notably, over a 2-year horizon, IIP index is 2.6% above the pre-pandemic level. Both manufacturing
(increase of 2.5% in Dec’21 versus a contraction of -0.8% in Nov'21) and electricity (up by 8.1% in Dec’21 from a 5.7% in Nov'21)
have risen above the pre-pandemic levels. Mining production has contracted at a much slower pace (-0.5% in Dec’21 from -0.8%
in Nov'21) on a 2-year horizon.

Manufacturing remains under pressure: Within the 23 broad sectors covered, 10 sectors under manufacturing reported
contraction in Output in Dec’21. Amongst these, output of electrical equipment, chemical and chemical products, rubber and
plastic products, wood and wood products contracted at a much sharper pace. Moreover, output of wearing apparel (6.1% versus
33.4% in Nov’'21), basic metals (1.7% versus from 7.3% in Nov'21), and furniture (9.6% in Dec’21 versus 23.1% in Nov'21)
moderated in Dec’21. Over a 2-year horizon, 13 out of the 23 sectors reported contraction in Nov’'21.

Capital goods-a drag: Within use-based classification, there has been a broad based decline across sectors. Capital goods
output has contracted to 10-month low of 4.6% in Dec’21 compared 2% decline see in Nov'21. Output of primary (2.8% from 3.5%
in Nov'21), intermediate (0.3% from 2.4% in Nov’'21) and infra goods (1.7% from 3.1% in Nov’'21) moderated further as they
continued to lose momentum in Dec’21. Output of consumer non-durable contracted to a 5-month low of 0.6% in Dec’21
compared with an increase of 0.5% in Nov'21. However, consumer durable output declined at a much slower pace by 2.75 in
Dec’21 (5.4% in Nov’'21). Over a 2-year horizon also, there has been a broad-based improvement in all the sectors, with exception
of infra goods (4.8% from 5.3% in Nov’'21).

Sustainable recovery remains a challenge: During Apr-Dec’21, IIP rose by 15.2% compared with a decline of 13.3% in the same
period over the previous year. The rapid spread of Omicron (Covid-19 variant) in Jan’21 had posed a challenge with surge in cases
across the country resulting in state-wide restrictions. However, with cases now ebbing and states reopening the economy along with
budget announcements, we expect improvement and revival to sustain in Q1FY23.
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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

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 14 February 2022



FIRST LIGHT Zj BOBCAPS

TRUST | INNOVATION | EXCELLENCE

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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