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"’:}’\ Q\,’ “ X We view Mr. Sudhir Sitapati’s appointment as MD and CEO of GCPL as a

potentially transformative event in the fortunes of the company.

X Mr. Sitapati comes with impressive experience in heading HUVR’s F&R business
and as part of the senior management team in the Detergents business, which
have done very well under his tenure and where marketing campaigns in both
segments have a high value impact. His appointment as MD and CEO for five
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Hang Seng 10,432 21 2.9 Neutral in Aug’10), a stand that has been vindicated particularly in the past
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Domestic sales growth had slowed down, some revival withesge FY21

Segment revenue (INR m) FY16 FY17 FY18 FY19 FY20 FY21
Household Insecticides 23,025 23,226 22,630 22,540 21,900 25,340
Soaps 15,922 15,515 18,020 18,920 17,760 20,470
Hair Color 5,787 5,933 6,220 6,730 6,270 6,420
Other brands 3,585 4,842 5,990 7,400 7,890 8,610
Unbranded and exports 2,216 2,257 2,700 3,030 2,920 3,310
Total 50,534 51,773 55,560 58,620 56,740 64,150
Segment revenue growth (%)

Household Insecticides - 0.9 (2.6) (0.4) (2.8) 15.7
Soaps - (2.6) 16.1 5.0 (6.1) 15.3
Hair Color - 2.5 4.8 8.2 (6.8) 2.4
Other brands - 35.1 23.7 23.5 6.6 9.1
Unbranded and exports - 1.8 19.6 12.2 (3.6) 13.4
Total - 2.5 7.3 5.5 (3.2) 13.1

Source: Company, MOFSL

Research Team (Gautam.Duggad@ MotilalOswal.com)
Investors are advised to refer through imponta disclosures made at the last page of the Research Report.
Motilal Oswal research is available on www.motilaloswal.com/InstitutiorBlquities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Jio pips Airtel in February user
adds, Vi adds subs after 15
months: Trai

Reliance Jio added more mobile
phone users than Bharti Airtel in
February 2021, bucking a trend of
losing to the Sunil Mittal-led telco
for six straight months, while
Vodafone Idea added users for the
first time in 15 months, according
to the telecom regulator’s data.
Mukesh Ambani-led Jio gained ...

HUL's Sudhir Sitapati to join
Godrej Consumer as MD & CE(
Godrej Consumer Products Ltd
(GCPL) on Tuesday said Sudhir
Sitapati will take over as its
managing director and CEQ in
October this year. Sitapati is
presently Executive Director -
Foods and Refreshments at
Hindustan Unilever Limited. His
appointment would be effective
from October 18, 2021, ...

In the news today

(% Kindly dick ontextbox for the detailed news link

Moody's slashes FY22 GDP forecast for India to 9.3%
Moody’s Investors Service on Tuesday joined other rating agencies
slashing its FY22 economic growth forecast for India from 13.7%
estimated earlier to 9.3%, citing negative impact of the second wave
of coronavirus pandemic. The rating agency cautioned that risks from
deeper stresses in the economy and financial system could lead to a
more severe and prolonged erosion in fiscal strength, exerting further
pressure on the credit profile of Asia’s third largest economy....

Cairn says taking action to
access value of $1.2 bn
arbitration award against
India

UK’s Cairn Energy Plc on Tuesday
said it is taking all necessary actions
to access the USD 1.7 billion it was
awarded by an international
arbitration tribunal after
overturning a retroactive tax
demand slapped by the Indian
government. The Scottish firm
invested in the oil and gas sector ...

Ambitious target of $400 bn
exports can be achieved this
year: Piyush Goyal

A sharp rise in exports in April is
giving a hope that the ambitious
target of USD 400 billion
merchandise shipments can be
achieved this year, Commerce
and Industry Minister Piyush
Goyal said on Tuesday. He also
said that the Department of
Commerce has taken up several
issues of exporters with the
Ministry of Finance for their early
resolution, like RoDTEP
(remission of duties and taxes...

DNRgg G2 I Ol dzh
mutual funds business
Nextbillion Technology Pvt. Ltd,
the parent which operates
wealth management platform,
Groww, on Tuesday said it has
entered into a definitive
agreement with Indiabulls
Housing Finance Ltd (IBHFL) to
acquire the mutual fund business
of its subsidiaries Indiabulls
Asset Management Company ...
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48,591 s CMPIINR16 TP: INB70(+22% Upgrade to Bu
y---?' Iconsumer prooucts  NEW leadership offers scope for transformative change

Stock Info WeviewMr.Sudhir Sitapati’s appoint ment
Bloomberg GgepLIN  potentially transformative eventin the fortunes of the company.
Equity Shares (m) 1,022 . . . . . . . P -
M.Cap.(INRb)/(USDb) 732/10 A Mr. Sitapati comes with impressive experience in heading HUVR’s F&R business
52-Week Range (INR) 808 / 505 and as part of the senior management team in the Detergents business, which
1, 6, 12 Rel. Per (%) -2/-9/-17 have done very well under his tenure and where marketing campaigns in both
12M Avg Val (INR M) 1123 segments have had a high value impact.

Financials & Valuation@NR b)

Y/E March 2021 2022E 2023E
Sales 110.3 120.3 133.0
Sales Gr. (%) 113 9.1 105
EBITDA 239 264 298
EBITDA mrg. (%) 21.7 219 224
Adj. PAT 17.7 19.1 221
Adj. EPS (INR) 173  18.7 217
EPS Gr. (%) 219 82 159
BV/Sh.(INR) 923 96.6 101.5
Ratios

RoE (%) 204 19.8 219
ROCE (%) 183 202 222
Payout (%) 57.9 64.2 64.6
Valuations

P/E (x) 415 383 33.1
P/BV (x) 78 74 71
EV/EBITDA (x) 30.7 27.6 243
Div. Yield (%) 1.4 1.7 20

Shareholding pattern (%)

As On Mar-21 Dec20 Mar-20
Promoter 63.2 63.2 63.2
DIl 3.1 3.1 3.1
Fll 26.6 26.8 26.3
Others 7.1 6.9 7.3
Fll Includes depository receipts
Stock Performance (year)
Godrej Consumer
Sensex - Rebased
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His appointment as MD and CEO for five years, as well has his relative young
age (mid-40s), gives him adequate time to formulate and implement strategic
changes.

The underpenetrated Household Insecticides (HI, ~70%/50% penetration in
urban/rural) and Hair Color (~¥30% penetration) categories could greatly benefit
from Mr. Sitapati’s past experience, where GCPL has struggled to boost

b~

penetration.

GCPL’s consolidated performance has been weak for the past five years, both
financially as well as on the stock price return front. As highlighted in our
detailed note a couple of years ago, the company has had a problem with
continued weak growth, sub-10% RoCEs in the international business (~45% of
sales), and slower growth in its domestic business in recent years.

Valuations, which are deservedly at a discount of ~10% to largecap Staples
peers, given the weak growth and lower RoCE, will change with the potentially
transformative changes that Mr. Sitapati can usher in. The impact of these
would first be visible in the form of higher multiples and then subsequently in

b~

>

terms of earnings as well.
Upgrade to Buy
A As highlighted in our Mar’21 note, there are early signs of the laggard African
business turning around in recent quarters under a new divisional CEO who
took over in FY21. The Indonesia business currently faces macro headwinds,
but is a better run business both on margin and RoCE compared to the rest of
the international business. While margin were lower than expected in its
4QFY21 result declared on 11" May’21, topline growth and debt repayments
are impressive. There is no material change to our operating estimates.
If Mr. Sitapati is able to strongly grow the domestic business and usher better
capital allocation, the impact on GCPL's prospects can be immense. Over the
last 13 years, there have been several examples in the Consumer sector where
induction of a new CEO, with a fresh perspective, has had a transformative
effect on prospects of those businesses. After more than a decade of being
Neutral on the company (downgraded to Neutral in Aug’10), a stand that has
been vindicated particularly in the past five years, we are upgrading the stock
to Buy. It is admittedly an early call, but if its businesses start to perform and
there is further rationality in capital allocation, there could be significant gains
for investors, with a significant re-rating as well. We upgrade the stock to Buy
with a TP of INR870 (40x FY23E EPS instead of 35x earlier).

>
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Mr.Sudhir Sitapati’'s profile

A Mr. Sitapati will join GCPL as MD and CEO effective 18 Oct’21.

A His previous experience includes 22 years at HUVR, where he led teams across
categories and functions in India, Europe, Southeast Asia, and Africa to create
significant value for the business. His most recent role was as Executive Director
of Foods and Refreshments at HUVR.

A Under his leadership, the company built up its Foods and Refreshments business
as one of the largest in India, which included the USD5b merger and integration
of GlaxoSmithKline Consumer Healthcare (SKB) with HUVR, the largest deal of its
kind in the FMCG sector in India.

A He s currently the Co-Chair of the Cll National Committee on Food Processing
and is a past Co-Chair of the FMCG Committee.

A He has an MBA from the Indian Institute of Management, Ahmedabad and a

B.Sc in Mathematics with Economics Honors from St. Xavier’s College, Mumbai.

Domestic sales growth had slowledown, some revival witnessed in FY21

Segment revenue (INR m) FY16 FY17 FY18 FY19 FY20 FY21
Household Insecticides 23,025 23,226 22,630 22,540 21,900 25,340

Soaps 15,922 15,515 18,020 18,920 17,760 20,470

Hair Color 5,787 5,933 6,220 6,730 6,270 6,420

Other brands 3,585 4,842 5,990 7,400 7,890 8,610

Unbranded and exports 2,216 2,257 2,700 3,030 2,920 3,310

Total 50,534 51,773 55,560 58,620 56,740 64,150
Segment revenue growth (%)

Household Insecticides - 0.9 (2.6) (0.4) (2.8) 15.7

Soaps - (2.6) 16.1 5.0 (6.1) 15.3

Hair Color - 2.5 4.8 8.2 (6.8) 2.4

Other brands - 35.1 23.7 23.5 6.6 9.1

Unbranded and exports - 1.8 19.6 12.2 (3.6) 13.4

Total - 2.5 7.3 55 (3.2) 13.1
Segment revenue mix (%)

Household Insecticides 46 45 41 38 39 40

Soaps 32 30 32 32 31 32

Hair Color 11 11 11 11 11 10

Other brands 7 9 11 13 14 13

Unbranded and exports 4 4 5 5 5 5

Total 100 100 100 100 100 100

Source: Company, MOFSL
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2QFY21 Results Update | Sector: Capital Goods

Siemen:

Estimate change CMP: INRB49 TP: INRZT,00 €13%) Neuti

TP change
Rating change
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Bloomberg

Equity Shares (m)
M.Cap.(INRb)/(USDb)
52-Week Range (INR)
1, 6, 12 Rel. Per (%)
12M Avg Val (INR M)

SIEM IN
356
694.1/9.5
2055 /990
6/29/34
1959

Financials& Valuations(INR b)

Y/E Sep 2020 2021E 2022E
Sales 98.7 128.3 146.6
EBITDA 9.9 15.3 17.5
PAT 7.6 11.3 13.0
EBITDA (%) 10.0 11.9 11.9
EPS (INR) 21.3 31.8 36.4
EPS Gr. (%) -32.6 49.3 14.6
BV/Sh. (INR) 266.1 291.4 319.1
Ratios

Net D/E -0.6 -0.4 -0.5
ROE (%) 8.0 10.9 11.4
ROCE (%) 8.4 11.4 11.8
Payout (%) 20.0 20.0 20.0
Valuations

P/E (x) 91.6 61.3 53.5
P/BV (x) 7.3 6.7 6.1
EV/EBITDA (x) 64.4 42.3 36.6
Div Yield (%) 0.4 0.3 0.4
FCF Yield (%) 1.4 2.0 1.8

Shareholding pattern (%)

As On Mar-21 Dec20 Mar-20
Promoter 75.0 75.0 75.0
DIl 10.6 10.6 10.2
Fll 4.4 4.2 4.2
Others 10.1 10.2 10.6

In-line earnings; margins surprise

Cash generation remains strong, with focus on working ¢abi

A

>

>

Siemens (SIEM)’s 2QFY21 revenue growth of ~28% YoY suggests gradual
recovery — as the two-year revenue CAGR came in flat. Gross margins
contracted YoY, while EBITDA doubled — aided by lower employee costs (-
11% YoY) and other expenses (-33% YoY). Adjusted for strong cuts in other
expenses (7.3% of sales v/s 13.8% in 2QFY20), the margin trend seems to be
under pressure and needs monitoring over the next 1-2 quarters. Other
income declined 33% YoY to INR540m, despite a healthy cash balance,
suggesting the impact of declining interest rates on excess cash on the
balance sheet.

Smart Infrastructure and Digital Industries witnessed a strong rebound.
Order inflows stood at INR33b (up 17% YoY), with increased demand in the
Power Transmission, Digital Grid, and Distribution Systems businesses.
Within the Digital Industries segment, the Machine Tool and Process
Automation businesses saw healthy growth. The order book stood at
INR127b.

While the pace of recovery is very gradual, re-rating of the stock has been
quite steep. The ongoing second COVID wave poses a risk to execution. We
cut our FY21E EPS by 9%, while we maintain our FY22/FY23E EPS estimates.
We maintain our Neutral rating with TP of INR1,700 per share (42x Mar’23E
EPS). We prefer ABB over SIEM at current valuations.

Margin surprise offsets minor revenue miss

A

2QFY21 highlightRevenue grew 28% YoY to INR33.5b and was 6% below
our estimate.Gross profit grew just 6% to INR10.5b as gross margins
contracted to 31.4% (1QFY21: 31.7%; 2QFY20: 37.9%). EBITDA doubled to
INR4.4b and was 10% ahead of our expectatioled by 11.4% YoY decline in
employee costs. The EBITDA margin came in at 13.2% (+490bps YoY), far
ahead of our expectation of 11.3%. Adj. PAT almost doubled to INR3.2b and
was inline with our expectdion.

Fll Includes depository receipts

>

>

Owing to normalized operations and the focus on working capital, CFO was
robust at INR7.3b, while FCF stood at INR6.7b.

Segmental highlights-a) EnergyRevenue grew 16% YoY to INR11.9b. PBIT
margins came in strong at 15.1%. b) Smart InfrastructureRevenue grew
35% YoY to INR10.5b. PBIT margins came in at 9.1%. ¢) Mobility: Revenue
was flat at INR2.3b. PBIT margins came in at 10.1%. d) Digital Industries
Revenue was up 50% YoY to INR7.9b. PBIT margins came in at 8.7%. €)
Portfolio of companies Revenue grew 40% YoY to INR1.3b. The EBIT margin
stood at 9.6%.

Valuation and view

A

We cut our FY21E EPS by 9%, while we maintain our FY22/FY23E EPS
estimates.
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We like SIEM’s product portfolio and diverse end-market exposure. The
company is poised to benefit over the long term, led by the niche Industrial
Automation and Digitalization businesses. However, re-rating of the stock has
been quite steep. Adjusted for strong cuts in other expenses (7.3% of sales v/s
13.8% in 2QFY20), the margin trend seems to be under pressure. We maintain
our Neutral rating with TP of INR1,700 per share (42x Mar’23E EPS). We prefer
ABB over SIEM at current valuations.

Quarterly Performance (INR b)
FY?20 FY21E MOSFL

Y/E September 10 20 30 20 10 20 30 20 FY20 FY21E 20E Var %

Total Revenues 252 26.2 121 352 29.0 335 252 406 98.7 128.3 358 -6%
Change (%) -10.2  -26.1 -62.2 -9.2 151 279 1083 154 -24.1 30.0 36.4

EBITDA 3.2 2.2 0.0 4.5 3.6 4.4 2.6 4.7 9.9 15.3 4.0 10%
Change (%) 4.6 -48.8 -100.3 5.7 127 102.7 NM 4.0 -345 54.7 85.0
As % of Revenues 12.7 8.3 -0.1 12.9 12.4  13.2 10.3 11.6 10.0 11.9 11.3
Depreciation 0.6 0.7 0.7 0.6 0.6 0.6 0.6 0.6 25 24 0.6
Interest 0.1 0.1 0.0 0.1 0.0 0.0 0.1 0.0 0.3 0.2 0.0
Other Income 0.9 0.8 0.8 0.6 0.6 0.5 0.6 0.7 31 2.3 0.7
Extra-ordinary Iltems 0.1 0.1 -0.1 -0.1 0.3 0.1 0.0 0.0 0.0 0.4 0.3

PBT 34 2.2 0.1 4.5 3.5 4.3 25 4.7 10.2 15.1 4.1 6%
Tax 0.9 0.6 0.1 1.1 0.9 1.2 0.6 1.1 2.6 3.8 1.0
Effective Tax Rate (%) 256 258 548 252 257 27.0 252 231 25.8 25.2 25.2

Reported PAT 2.6 1.7 0.1 3.3 2.9 3.3 1.9 3.6 7.6 11.7 3.4 -3%

Adjusted PAT 2.5 1.6 0.0 3.3 2.6 3.2 1.9 3.6 7.6 11.3 3.0 4%
Change (%) 11.8 -44.4 -98.1 -4.7 29 917 NM 9.3 -32.6 49.3 91.3

6
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KEC Internation:
BSE SENSEX e CMP:INR81 Buy

Conference Call Details Margin led earnings miss; Balance Sheet improvement
P, Date:12" May 2021 commendable

-( 2 3- Time:10:00am IST

P, Diakindetails: 4QFY21 snapshot

= +91-22-62801213 A Revenue grew strongly at 19% YoY to INR43.6b and was inline with our

estimate.

_ ) _ A EBITDA declined 4.4% YoY to INR3.5b and was 8% below our estimate.
Financials & Valuation@NR b) _ . . o . £ 99 .
Y/E Mar 5021F 2022E 2023E A EBITDA margin came in at 8.1% v/s our expectation of 9%, suggesting
Sales 1311 1436 1566 impact of commodity prices in the international business.
EBITDA 11.4 13.4 14.6 A Adjusted PAT was flat at INR1.9b and was 6% below our expectation.
PAT 5.5 6.8 7.7
EBITDA (%) 8.7 9.3 94 FY21 snapshot
EPS (INR) 21.5 26.3 300 A Revenue grew 9% YoY to INR131b — a commendable performance in a
EPS Gr. (% .

r- (%) (2:3) 223 14.2 COVID-19 impacted year.

BV/Sh. (INR) 130.7 150.6 1774 _ .
Ratios EBITDA fell 7.5% YoY to INR11.4b as EBITDA margin contracted 130bp to
Net D/E 0.5 0.6 0.4 9%.
RoE (%) 16.5 17.5 169 A Interest expense declined to INR2.6b from INR3b — a function of lower
RoCE (%) 14.2 14.7 14.9 interest rates and favorable debt mix between the international and
Payout (%) 12.6 10.3 9.0 domestic market.
Valuations A Adjusted PAT was largely flat at INR5.5b.
P/E - . .
P;B\(/X()x) 1;; 12'2 1;1 A Net debt reduced to INR16.8b from INR22.2b in FY20. ddsit/ equity
EV/EBITDA (x) 101 89 8.0 improved to 0.5x from 0.8x in FY20.
Div Yield (%) 0.7 0.7 0.7
FCF Yield (%) 7.7 45 5.6 Order book and order inflow highlights

A Order inflow grew 5% to INR119b.

A Order book declined 7% to INR191b (order book/revenue ratio: 1.5x). The
company is L1 in orders worth ~INR60b.

Quarterly performance (INRm)
FY20 FY21 FY20 FY21F 4Q Var.
Y/E March 1Q 2Q 3Q 4Q 1Q 2Q 3Q 40Q FY2E (%)
Sales 24,125 28,088 30,731 36,710 22,068 32,577 32,892 43,605 1,19,654 1,31,142 42,730 2
Change (%) 14.6 16.6 16.1 -4.4 -8.5 16.0 7.0 18.8 8.8 8.9 16.4
EBTDA 2,513 2,938 3,185 3,707 1,949 2931 2987 3,546 12,343 11,412 3,858 -8
Change (%) 16.2 16.1 13.2 -7.1 225 -0.2 -6.2 -4.4 7.3 -7.5 4.1
As a percentage of sales 10.4 10.5 10.4 10.1 8.8 9.0 9.1 8.1 10.3 9.0 9.0
Depreciation 366 347 367 392 391 374 380 380 1,472 1,525 384
Interest 795 822 811 652 663 674 658 632 3,080 2,627 676
Other Income 27 36 21 27 69 68 39 123 111 299 46
PBT 1,379 1,805 2,028 2,691 965 1,950 1,988 2,657 7,903 7,559 2,844 -7
Tax 493 414 579 762 257 525 537 714 2,247 2,032 773
Effective Tax Rate (%) 35.7 22.9 28.5 28.3 26.6 26.9 27.0 26.9 28.4 26.9 27.2
Reported PAT 886 1,391 1,449 1,929 708 1,426 1,451 1,943 5,655 5527 2,071 -6
Change (%) 2.0 42.2 29.0 -3.0 -20.1 2.5 0.1 0.7 18.5 -2.3 7.4
RecurringPAT 886 1,391 1,449 1,929 708 1,426 1,451 1,943 5,655 5,527 2,071 -6
Change (%) 2.0 44.4 30.7 -0.5 -20.1 2.5 0.1 0.7 16.3 -2.3 7.4
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Estimate change | | CMP: INR360 TP: INR420 (+17%)
;thnhgaZﬁznge Ill Strong end to FY21n track to develop product/add capacit
Spike in KSM priceshiccup in neasterm earnings growth
Bloomberg GRAN IN A GRAN delivered an in line performance in 4Q and posted its highest ever
Equity Shares (m) 229 sales/EBITDA/PAT on an annual basis in FY21. This was largely led by strong
M.Cap.(INRb)/(USDb) 89.1/1.2 traction in ingredients (PFls) and formulations (FDs). While the company is
52-Week Range (INR) 438/ 154 on track to expand capacity/develop products, a sharp increase in prices of
1, 6, 12 Rel. Per (%) 6/-17/75 select key starting materials (KSM) may hinder its near-term performance.
12M Avg Val (INR M) 1057 A We lower our FY22E/FY23E EPS estimate by 11%/10% to factor in a price
increase/reduced availability of KSM like para-aminophenol (PAP)/acetic
Financials & Valuation@NR b) anhydride and lower operating leverage. We value GRAN at 15x 12-months
Y/E MARCH 2021 2022E2023E forward earnings to arrive at our TP of INR420. We remain positive due to
zaB'I?SDA 32"71 32'2 ‘1‘;'; its: a) healthy ANDA pipeline for the US market, b) increasing share in the
Adj. PAT 5 57 67 FD/PFI segment, and c) geographic expansion. Maintain Buy.
EB'T mﬁgigp(;’/"()m) ;i; ;gi ;g; Superior product mix/better operating leverage drigearnings
ons. . . . .
) A Sales grew 33% YoY to INR8b (est. INR8.5b), led by 84% growth in
EPS Gr. (%) 66.8 3.7 17.4 & y g
BV/Sh. (INR) 87.7 109.7 135.7 intermediates (PFl; 18% of sales) and 34% growth in FDs (58% of sales). API
Ratios segment grew moderately (9% YoY) in 4QFY21.
Net D:E 03 02 02 A Grossmargin expanded 380bp YoY to 57.3% due to increased contribution
2025@) ;(7)'2 i:'g i;; from the PFI/FD segment. EBITDA margin expanded at a higher rate (490bp
(o] % . . .
Payout (%) 53 51 43 YoY) to 25.3% (est. 23.8%) due to lower other expense (down 140bp YoY as a
Valuations percentage of sales).
P/E (x) 16.1 156 133 A EBITDA grew 66% YoY to INR2b (in line) in 4QFY21.
E\.//E\E'lel(\/(’)‘) (9)'2 z'g (7)'2 A Adjusted PAT almost doubled YoY to INR1.3b (est. INR1.3b) due to better
iv. Yield (% . . . . - .
FCF Yield (%) 20 00 52 profitability and lower tax rate in 4QFY21.
EV/Sales (x) 26 24 20 A Sales/EBITDA/PAT grew 25%/59%/67% YoY to INR32.4b/INR8.7b/INR5.5b in
FY21.
Shareholding pattern (%) Highlights from themanagement interaction
As On Mar-21 Dec20 Mar-20 A  The management has guided at INR10b capex to be spent over the next
Promoter 42.0 42.0 42.9 three years
FDIIII 213;51 206'34 231'07 A About INR1.8b would be spent for capacity build-up on MUPS based
Others 33'4 31'3 32'4 technology, INR2.5b would be spent on API capacity expansion, INR3.2b
FIl Includes deposito;y receipt; : would be spent on a greenfield FD facility, INR300-400m would be spent to
expand Paracetamol, Metformin capacity, and the remaining would be
towards maintenance capex.
A About seven ANDAs would be launched over the next 3-6 months. GRAN

launched ~12 products across regions in FY21.

Valuation and view

A

>

We expect an increase in raw material costs as well as short term
unavailability to impact revenue and earnings in 1HFY22E, with a gradual
improvement expected from 2H, as more raw material suppliers start
commercial operations over the medium term.

We have cut our earnings estimate by 11%/10% and subsequently expect
16%/15%/10% revenue CAGR from PFI/FDF/API over FY21-23E.
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The earnings CAGR would moderate to 10% over FY21-23E. Build-up of ANDA
filings, increasing dossier filings in Europe and RoW markets, geographic
expansion in the PFl business, and capacity ramp-up in the APl and FD facilities
is enabling the company to prepare itself to override the KSM hurdle and return
to the healthy growth path from 2HFY22E onwards.

A We value GRAN at 15x 12-month forward earnings to arrive at a TP of INR420.
Maintain Buy.
Quarterly performance (INR m)
Y/E March FY20 FY21 FY2C FY21 Var.
(Consolidated) 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QFY21I
Net Sales 5,953 6,995 7,040 5999 7,356 8,581 8,445 7,993 25,986 32,375 8,520 -6.2%
YoY Change (%) 313 204 114 -22 236 227 200 332 14.0 24.6 42.0
EBITDA 1,186 1,436 1,632 1,219 1,987 2,489 2,213 2,020 5,473 8,710 2,029 -0.4%
YoY Change (%) 63.4 429 440 155 675 733 356 657 39.6 59.1 66.4
Margin (%) 19.9 20.5 23.2 20.3 27.0 29.0 26.2 25.3 21.1 26.9 23.8
Depreciation 287 303 390 390 341 361 368 445 1,370 1,515 384
EBIT 900 1,133 1,242 830 1,647 2,128 1,845 1,576 4,104 7,195 1,645 -4.2%
YoY Change (%) 87.1 531 439 6.1 831 878 486 899 43.2 75.3 98.3
Margin (%) 151 162 176 138 224 248 218 197 15.8 22.2 19.3 2.1%
Interest 69 69 67 66 60 63 72 68 270 263 68
Other Income 19 87 35 225 56 32 31 33 366 152 45
PBT before EO eepse 849 1,151 1,210 989 1,643 2,098 1,803 1,540 4,199 7,085 1,622 -5.1%
Extra-Ord. expense 0 0 320 -378 151 -75 -36 0 -57 40 0
PBT 848 1,151 889 1,367 1,492 2,173 1,839 1,540 4,257 7,045 1,622
Tax 272 193 249 444 377 537 371 264 1,157 1,549 354
Rate (%) 320 168 280 325 253 247 202 172 27.2 22.0 21.8
Reported PAT 832 958 641 923 1,115 1,637 1,468 1,276 3,354 5,496 1,268 0.7%
Adjusted PAT 832 958 871 651 1,228 1,580 1,439 1,276 3,313 5,524 1,268 0.7%
YoY Change (%) 60.7 59.0 44.4 46 475 649 652 962 41.3 66.8 94.8
Margin (%) 140 137 124 108 167 184 170 16.0 12.7 17.1 14.9
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Sequentially higher commodity costs to impact margins
of somecompanies

We have advanced the release of ocommodities note pdate (usually releasd at the

end of the quarte) with the aimto highlight the sharp price movemergeen inkey
commodities in recent months. This would help identifite companies under our coverage
that could benefit from or be negatively impacted byé changes. It is relevant to analyze
price trends from the perspective of 1QFY?22 earnings and beyead the toplinecould
facesomeheadwinds from the ongoing lockdowns implemented by various state
governments in light othe rising COVID cases. The cmwdity cost impact would bédairly
sharp in certain cases.

Commodity costs remain largely benign for consumer companies

A Brief takeaways on demand situation from results declartfulis far: Among
the results declared thus far, most of the companies have delivered sales growth
in line with or below our expectations. While companies indicated momentum
buildup toward the end of 4QFY21, the lockdowns imposed by state
governments have somewhat impacted this momentum. Manufacturing and
supply chain operations have not been affected, as they were last year, with
companies better prepared to manage the ongoing second wave. With the high
commodity inflation seen in 4QFY21, most companies have seen compression in
gross margins YoY. While near-term demand is difficult to predict, companies
seemed confident about the medium- to long-term outlook — with price
increases and cost savings likely to support operating margins.

>

Crude prices reboundCrude prices continued to edge up to 8% QoQ in QTD

May’21. The increase is even sharper vis-a-vis last year, with prices being 109%
higher YoY on the low base of 1QFY21 (lows of USD17.3/barrel in Apr'20). Prices
were up 5.7% MoM at USD68.4/barrel (monthly average for May’21).

prices

moder at el

y

hi gher

A Agri commoditesbasket ses highinflation in pockets oer last yearthough

s eBarleyeamdt i a | |

palm oil saw the sharpest sequential cost increase, with most of the other agri
commodities reporting only a marginal increase. Barley costs were up 24.3% YoY
and 24.4% QoQ on a QTD basis. Wheat costs were down 1.7% YoY, but 1.3%
higher QoQ. Mentha prices declined 10.5% YoY and came in flat QoQ. SMP
prices were up 8.1% YoY and 2.6% QoQ. The sugar index was flat YoY, but up
4.9% QoQ. India’s molasses WPI was largely flat YoY (+1%), but 8% higher
sequentially (as of 4QFY21). Palm oil cost remained high at 89.6% YoY and 10.2%
QoQ. While there was sharp cost inflation in copra in 4QFY21 (31.2% YoY and
12.7% QoQ in 4QFY21), MRCO management indicated that the good seasonal
arrival of copra has resulted in a 13—15% reduction in Apr'21 from 4QFY21 peak

prices.

>

Non-agri commodites basketcontinues tos e e

sharp |

nfl ati ol

VAM costs surged 186% YoY and 19.1% QoQ. Palm fatty acid distillate (PFAD)
prices were up 82.5% YoY and 8.9% QoQ. Gold prices (MCX Gold) rose 8.8% YoY,

12 May 2021
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but were flat QoQ. Titanium dioxide (TiO2) costs were also higher at 12.6% YoY
and 4.4% QoQ.

Entire commoditiescost baskes e es s ome i nfl ani on
YoYRQoQ/MoM basis to 36.26/9.1%/3.9% While moderate inflation was seen
in the agri basket — largely led by higher palm oil prices (up 22.5%/7.5%/3.2% on
a YoY/QoQ/MoM basis) — it is expected to benefit staple companies with strong
pricing power; there is no cause for concern as of now. On the other hand, the
non-agri commodities basket saw sharp inflation on a YoY/QoQ/MoM basis to
59.6%/12.6%/5.1%. We believe this would not only affect the margins of
discretionary players but also impact demand — as the price increases needed to
pass on RM cost inflation would be steep. We continue to closely watch out for
any signs of spiraling inflation in the agri basket.

Impact on top picks: HUVRDABUR, BRIMRCQ UNSP

A

>

>

>

HUVR With PFAD costs surging sequentially and YoY, HUVR is likely to
experience material cost pressure. The management took price increases in 3Q
and 4Q of FY21 and has indicated further price increases in 1QFY22 to offset the
inflationary impact. Price reductions taken earlier in the Home Care segment
(primarily Detergents) were also reversed on the back of increasing crude oil
prices. More importantly, some mix improvement through higher personal care
sales and detergent sales as well as premiumization is likely to offset material
cost pressure. While reduced mobility has led to challenges in predicting
demand, manufacturing and supply chain operations have not been affected
thus far. Furthermore, the outlook for rural growth would remain strong
provided the ongoing second wave does not spread deep into the villages. A
healthy rural outlook and mix improvement — coupled with the company’s cost-
saving measures and a portfolio that straddles the price pyramid — should
prevent significant operating margin decline in subsequent quarters.
DABURHigher crude price-related packaging costs and increasing LLP costs are
expected to put some pressure on gross margins in 1QFY22. DABUR has already
taken a 3% price increase in 4QFY21. It would increase prices in the current
quarter to offset higher RM costs, although prices are expected to normalize in
2HFY22. The management has already stated its commitment to maintaining
operating margins in FY22 vis-a-vis last year, and cost savings would be the key
enabler. With INR500m cost savings in FY21, the management targets around
INR1b cost savings in FY22.

BRITThe company’s major raw materials were exceptions to the inflationary
trends in 4QFY21. Although, higher prices of edible oil, dairy, and packaging are
expected to put some pressure on margins in the ongoing quarter. Wheat prices
remain benign. Sugar cost inflation is also moderate. The management has
guided for 3% cost inflation in RM thus far, which is manageable. Nevertheless,
it has engaged in some pricing action toward the end of 4QFY21. Stable wheat
and sugar costs should enable BRIT to continue with its penetration-led growth
strategy in the hinterlands — led by LUPs (low unit packs), especially in the
Glucose Biscuits and Milk Biscuits categories.

MRCOIn staples, MRCO was one of the most affected companies in 4QFY21,
subject to inventory levels. However, the management conveyed that the good

12 May 2021

11

(QT



MoTiLAL OswaL | M

RNING
INDIA

>

seasonal arrival of copra has resulted in a 13—15% reduction in costs in Apr'21
from 4QFY21 peak prices (not reflected in the captured data, available up to
Mar’21). With higher crude prices affecting packaging costs and higher edible oil
prices, the management took a 30% price increase in Saffolain 2HFY21 and
another 15% in 1QFY22, absorbing a large portion of the increase. It expects
edible oil prices to stabilize by Jul’'21.

UNSPThe management was concerned about possible inflationary trends in
molasses in 2HFY21, which did not transpire. The Indian molasses WPI was
largely in-line (+1% YoY), up 8% QoQ in 4QFY21. QTD data on molasses is not
available yet. The major cost pressure for UNSP is expected from higher ENA
prices as OMCs continue to procure ethanol from sugar mills at attractive prices.
That said, the company is working on securing its own captive supply of ENA, for
which it is in talks with distillers.

Other materialy impacted comcompanies APNT, PIDEIMN, UBBL

A

>

>

APNT and PID$tarkly higher vinyl acetate monomer (VAM — key RM for PIDI)
prices are likely to play spoilsport for PIDI. Tio2 (key RM for APNT) and crude
costs are also seeing inflationary trends on a YoY basis. Other crude-based RMs
of APNT are also likely to see double-digit inflation. A healthy sales growth
outlook for both APNT and PIDI over the coming quarters would offset some
amount of impact on EBITDA margins, as would some cost reduction measures.
We gather there are some price increases expected in May 2021 by paint
players and PIDI. The latter is likely to see an impact on gross margins from
4QFY21 (results to be declared). On the other hand, APNT may be affected with
a lag if current crude-based RM trends sustain, particularly with Brent crude
expanding to almost USD70 levels.

HMN: The company is expected to be a key beneficiary of on-going decline in
mentha costs. However, a muted growth outlook is likely to restrict the
potential upside from such benefits. Advance summer season sales are crucial to
determining performances for 4QFY21 (results to be declared) and 1QFY22.
UBBL and GSKCAsurge in barley costs could affect the gross margins of UBBL
and GSKCH (now merged with HUVR). UBBL is expected to deliver weak sales
and earnings due to lockdowns amid the crucial summer quarter for beer — the
on-trade channel accounts for the bulk of sales during this season.
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China steel exports rise ahead of rebate cuts
China exports should now decline, enabling higher India ertp

China steel exports up 26% YoY 1
8.0mt—highest in 4 yearsimports

up 16% YoX(in mt) China .st eel. exports remai .ned hi g-has.éxpn.lterst he :
Exoort looked to avail the benefit of export rebates before the Chinese government discontinues this
_______ m):%c;rrtz_rhs from May. Thus, steel exports rose 26% YoY (6% MoM)to 7.9fmit,e hi ghest si nc
8.6 g0 32 export rebates are no longer available, we expect China exports to decline from May. This

decline expectation should help Indian steel mills get more export orders and tide over the

7.2

5.8

P

2.6

19

current weakness in domestic steel demand (@lio ~25% from March). Moreover, export

realizations are currently strong, and export HRC is at a ~15% premium to India domestic HRC

44 a e, \» 1.3 prices. Regional HRC steel prices have continued to rise due to tightness in regional demand
R AV 12 supply and are up 11%/19% MoM tdSD1,060/USD1,055 per ton for Korea export FOB / China
3.0 ~N M~ 0 o O o 06 export FOB.
— — i — [o\] o
§§§§§§ China Apr’'21 steel exports rise 6%

A China monthly steel exports rose 26% YoY (6% MoM) to 7.98mt in Apr'21, the
highest since Dec’16. We believe a) uncertainty over export rebate cuts (now
removed w. e. f. 1 May’21) and b) higher prices in the export market v/s domestic
market in China led traders to export more in Apr'21. Over Jan—Apr’'21, China steel
exports were up 26% YoY to 25.6mt (Exhibit 1).

A China steel imports also rose 16% YoY, but declined 11% MoM to 1.18mt. Over Jan—
Apr'21, China steel imports were up 17% YoY to 4.9mt.

A Asa result, China net steel exports rose 28% YoY (9% MoM) to 6.8mt, the
highest since Dec’16. Over Jan—Apr'21, China net steel exports increased 27%
YoY to 20.8mt.

A Chinairon ore imports grew 3% YoY (-3% MoM) to 98.6mt in Apr'21, while

inventory at ports was flat MoM at 119.7mt. During Jan’21-Apr’21 China iron
ore imports grew 6.8% YoY to 382.2mt (Exhibit 2).

Regional steel export prices up  China steel priceat all-time high; inventory remains high

sharply (USD)May’' A China domestic steel prices rose 15-22% WoW post the five-day-long Labor Day
holidays to all time-highs. On a MoM basis, HRC/rebar prices are up 20-25% to
USD1,022/USD981 per ton (Exhibit 4). Rising steel prices in China indicate
strength in underlying demand. With higher prices, steel spreads in China have
also improved 22—-35% MoM to USD353/USD317 per tonne for HRC/rebar

950 (Exhibit 5).

Steel inventory (with traders in major cities) declined 16% MoM to 5.3mt (up 6%
YoY; Exhibit 6).

China steel export prices have also increased 15% WoW to USD1,055/t on

strong steel demand in the export market and the removal of export rebates
(Exhibit 14).

India FoB Korea FOB
———China FOB =——CIS FOB
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May/20
Sep/20
Jan/21
May/21

ndia steel consumption declines in

>

On account of weak demand due to pandemic-led lockdowns, India steel
consumption declined 26% MoM (to 6.7mt) in Apr’21 (Exhibit 11). However, low
inventory levels remain a silver lining. We expect domestic demand to weaken
further in May, partly compensated by higher exports.
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Due to weak demand, as per provisional data, India’s crude steel production also
declined 21% MoM (to 8.0mt) in Apr'21 (Exhibit 10).

India steel imports declined 27% MoM (down 11% YoY) to 364kt; exports
declined 26% MoM (up 122% YoY) to 951kt. As a result, net steel exports stood
at 587kt (Exhibit 12).

Domestic steel inventory was down 3% MoM (down 39% YoY) to 8.3mt and
came in the lowest in the past year (Exhibit 13).

Korea export FOB prices have edged up 7% WoW to USD1,060/t (CFR India —
USD1,095/t). Domestic HRC trades at INR66,750/t at traders markets — at a

discount of INR15,300/t to the landed cost of imports from Korea (Exhibits 14,
15).

Exhibit 2:China steel exports up 26% YoY to 8.0nitighest in 4 years; imports up
16% YoY; netexportsat6.8mth i ghest s(iinmgfe Dec’ 16
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Exhibit 3:China iron ore imports3 % Mo M / +3 % YoY at 9¢
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Exhibit 4:China iron ore inventory at ports flat MoM to 120mt
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Our earlier reports

Revival in GRMs expectec
soon...

Raising oil price forecast
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Reality check (part II):
LPG v/s PNGfavors AGIS
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>

Exceptindia, most other large economies appetr be recovering resulting in Brent
averaging USD67/bbl in FYXZ' D despite OPECeasing oil production cuts (to
~5.8mnbopd by July’21 from
higher thanthe average of FY21.

Although we expect increased production from the US and OPEC+ to outpace demand,

resulting in our longer period forecast of USDB0/bbl to be intact, we raise our
FY2H FY23Eoil price forecast to USD60/bbl.

As a result, we raiseur FY2H FY23EEPS forecast for ON@@Qd Oil India by 2625%.
We raiseour target pricefor ONGC to INR150 (valuing it at 10x FY23Estdd EPS,
considering the potential increase in gas frotime KG basin) from INR12&nd Oil India
to INR165 (as we lower our mufile to 7x FY23E ad$ted EPS, factoring in potential
capex and likelihood oéinincrease in debt withthe acquisition ofthe Numaligarh
refinery) from INR155A change of USD5/bbl would result ia10%/16% change irour
EPS and B417% change irour target price for ONG@OIl India.

Recent spurt in oil prices

A

>

A

After a growth of 1.1mnbopd in CY19, global oil consumption declined by a
staggering 9mnbopd in CY20. Led by return to near normalization, EIA expects
oil demand to grow by 5.5mnbopd/3.7mnbopd in CY21/CY22.

As a result of the recovery in demand witnessed in early CY21, Brent rose by
~10% in FY22 YTD over 4QFY21. This despite OPEC+ raising oil supply by
~0.6mnbopd in May’21.

We have also witnessed some recovery in demand of petroleum products, with
SG GRM rising to USD2.7/bbl in FY22 YTD from USD1.8/bbl in 4QFY21.

Increased supply to outpace demand

A

b~

>

US oil rig count declined to a low of 244 in Aug’20 from 790 in early CY20, led by
lower oil prices. But it has steadily increased to 448 in May’21 (still down 43%
v/s Jan’20). We expect US oil rig count to keep on increasing as long as there is a
visibility of USD50-60/bbl in oil prices.

OPECH+ is still throttling supply of 7.4mnbopd (as in May’21), which may return
to the market if current oil prices sustain.

Iran, which has been producing 2.4mnbopd (+14% since Jan’21) due to
sanctions, is also expected to ramp up its export to 2.5mnbopd post lifting of
sanctions. As a result of the increased supply, we expect oil prices to remain in
the USD50-60/bbl range.

Raising estimates for ONGHd Oil India

A

>

Aligning with the changed circumstances, we raise our Brent forecast to
USD60/bbl for FY22E/FY23E from USD55/bbl. Our analysis further suggests that
for every USD5/bbl change in Brent prices on our revised estimate, our EPS for
ONGC/Qil India changes by 10%/16%.

ONGC is trading at 3.5x FY22E EV/EBITDA and 4.5x FY22E P/E. Oil India is trading
at 5.1x FY22E EV/EBITDA and 5.5x FY22E P/E. We maintain a Buy on these
stocks. The main risk to our estimates and recommendation would be threat to
demand due to increased COVID-19 cases globally.
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Our earlier telecom update

MOTUAL OSWAL

Telecom

Gross/Active subscriber adds seeing contrasting trends

4G adds steady for RJio/Bharti; active subscriber adds strong for Bharti

A The Telecom Regulatory Authority of Ind@TRA1 ) has rel eased da
are the key highlights:

A Ilndustry gross subscribers increased by
flattish in 9MFY21) to 1.17b in Feb’ 21,
telcos. However, activeushscribers adds at 3.2m (reaching 982m) were just 40% of

grossadds-RJi o/ VI L did not see any gains, an

with gross adds.

>

continuing its average ~4m adds over the past 12M and maintaining its top spot in
terms of active subscriber market share (SMS) at 34.6% (+30bp). The quality of its
subscribers is reflected in the 3.5m 4G subscriber adds and an inddistrging 98%

active subscriber ad rate as a percentage of its gross subscribers.

RJio’s monthly gross and active subscri
4.3m gross adds and).2m active subscriber adds, taking the total base to

415m/324m. Its active subscriber share reduced#8.2%, and it saw a 20bp market
share |l oss to 33% after a 40bp | oss in
on™Mar '’ 21, nos si g-asifdicated im itsl4QFY21myuaredywrasults.
VI L s gross subscr eaéfterilsmohthsnwih Ol7m addsuto n e d
283m subscribers), but its active subscriber count has continued to dechb.if)
since its integration in Nov’18.

Industry 4G subscriber adds continued at a strong pace, with 7.9m adds to 742m; 4G
subscribers now amount for 75.6% (60bp adds) of active subscribers.

Bharti and RJio saw strong 4G adds with 3.5m/4.3m (42%/51% incremental share), but

b=

>

>

>

the difference in RJio's gross/active su
active adds (whichisnotproveld ) . VI L' s 4G adds, althouc
0.6m (1.9m in Jan’ 21). Bharti’'s 4G mar ke

RJio’s share remained at 50bp MoM to 55.
Industry wired broadband subscribers declined 0.4m to 22.3m (after steady aduses
the |l ockdown | ast year), solely due to
smaller players continued to add 0.2m/0.1m/0.2m subscribers.

b~

Contrasting trends in subscriber adds

The Telecom industry added 8.2m gross subscribers in Feb’21 to reach 1.17b (v/s a
5.6m loss in Jan’21). Feb’21 has seen contrasting trends in gross and active
subscriber adds in the industry — despite the steady pace of gross additions, active
subscriber adds were just 40% of gross adds at 3.2m. The top 3 players had
combined gross adds of 8.7m, with a) Rlio inching up the pace of adds from a weak
~2m in the last six months to 4.3m adds, b) VIL gaining subscribers for the first time
since its integration in November’18, and c) Bharti maintaining its steady pace of
additions at 3.7m.
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The slower pace of active subscriber adds at 3.2m (to reach 982m subscribers) was
due to both Rlio and VIL seeing a 0.2m decline despite posting positive gross
subscriber adds. Bharti, on the other hand, continued its steady pace of 3.8m active
subscriber adds.

Bharti continues steady gross/active adds; retains top spot in active SMS
Bharti added a steady count of 3.7m gross subscribers (to 348m), although lower

than 5.9m in Jan’21, but in line with the trend in the last few months. Its active
subscriber adds at 3.8m (to 340m) remained healthy, but lower v/s its high count of
6m adds in the last couple of months.

The telco retained its top position in active SMS with 34.6% share (+30bp MoM). The
company reported a total of 32m active subscriber adds since May’20. The quality of
Bharti’s subscribers is reflected in its healthy 98% active subscriber add rate as a
percentage of its gross subscribers and healthy 3.5m 4G subscriber additions in line
with gross/active subscriber adds.

RJio sees cdrasting gross/active subscriber adds

RJio’s gross subscriber adds improved to 4.3m to reach the highest gross subscriber
base in the industry at 415m. However, its active subscriber adds declined 0.2m,
highlighting the churn in subscribers. However, with the relaunch of JioPhone on 1%
Mar’21, nos improved significantly — as indicated in its 4QFY21 quarterly results.

Gross SMS increased 10bp MoM to 35.5%. It continues to retain the top spot. RJio’s
monthly gross/MBB subscriber adds run-rate improved to 4.3m v/s ~2m for the last
sixmonths RJi o |l ost O0.2m active subscribers
active SMS share at 33% (down 20bp).

VIL”s gross adds bottom out, but ac
VIL added 0.7m gross subscribers (additions turned positive for the first time after

15 months), but lost 0.2m active subscribers — taking the total gross/active

subscriber base to 283m/256m in Feb’21. This indicates that gross subscribers

bottomed out, but active subscribers remained negative. Gross and active

subscriber adds declined 10bp MoM to 24.2%/26.1% in Feb’21.
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Tata Steel: Looking at reducing debt by at least $ 1 billion in
FY22; Koushik Chatterjee, ED & CFO

<

AN N NN

AN NN NN

International steel prices higher by 10-15% compared to India

Not seeing too much global supply coming on

High iron ore prices are leading to raw material inflation

Focussing on the cost side that will aid profitability during downcycle

Will definitely look at reducing debt by at least S 1 bn in FY22. Ended FY21 with net
debt of Rs. 75000 crore

Post deleveraging, will look at using cash flow for Kalinga unit expansion

If global steel cycle sustains, debt will reduce substantially in 2 years

In EU, focus is on reducing cost and not on capacity expansion

Tata Steel BSL merger in an advanced stage and will get completed very soon

In FY21, exported a higher proportion owing to nationwide lockdown. Expect to
export approx 2 mt in FY22

Chinese cost of production of steel is at $650/ t owing to surge in iron ore prices

9 Read Mmre_}

GE Shipping: Should be baakpre-COVID levels if things
sustain; G Shivakumar, ED & CFO

<

Company had hedged fuel costs during Q4FY21, which aided margin. Should be
back to 2019 levels if things remain as they are right now

Crude and product tankers constitute 60% of our fleet

Oil demand still not near 2019 levels. LPG trade has picked up, dry bulk is driving
business

Outlook for tanker space remains subdued. Freight rates are at highest levels in last
10 years

Have the balance sheet strength for large capex

Will wait for the right prices to acquire assets, companies

9 Read Mc:re_'}
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1. We must study the MSME credit gap before we can fix it

<

In the last decade, significant strides have been made to grant micro, small and
medium enterprises (MSMEs) access to credit, but more remains to be done.
Globally, it is a complex problem to solve. Given the importance of MSMEs to
India’s economy, we cannot take forever to solve it. We need coordinated
efforts by stakeholders such as the government, lenders, credit bureaus, fintech
players and various voluntary groups. There is a cautionary tale in India’s efforts
to develop a corporate bond market (CBM). It has been almost two decades in
the making, and everything from credit default swaps to interest derivatives
were thrown in to achieve it, but with limited impact. To ensure that MSME
lending does not go the way of our CBM, efforts must be directed at solving
well-identified problems. A ‘hammer looking for a nail’ approach of force-fitting
available solutions to misunderstood problems will not work. So that we do not
misallocate stakeholders’ resources, let’s first try to size up and understand the
MSME-funding problem.

Credit access is better than widely perceivetk per the MSME ministry, India
has 63.3 million MSMEs. The upper end has firms with revenues of above X250
crore. The lower end has single-person operators like grocers and everything in
between from commercial vehicle owners to village craftsmen. Popular
narratives suggest that only 6-10 million MSMEs have formal access to credit,
but there is much to suggest that this might be an under-estimate.

Credit bureau records exist for three types of borrowers. First, commercial
borrowers that get loans as legal entities (proprietorships, partnerships and
private firms). Second, consumers who get individual loans. And third, micro-
finance borrowers. By TransUnion Cibil data, there are 9 million unique
commercial borrowers. Further, there are an estimated 14-16 million consumers
with commercial-vehicle and business loans. These seem to be MSMEs.
According to MFIN, there are 58.3 million unique micro-finance borrowers.
Industry experts suggest that at least 25% of them are MSMEs. Thus, 34-36
million MSMEs already have access to formal credit.

MSME credit gapAmong MSMEs with credit access, the formalization of their
balance sheets would be a major driver of credit growth. While sourcing bank
loans, many MSMEs also borrow from informal sources for their ‘cash’
transactions. Formal accounts only have transactions captured by goods-and-
services-tax data systems. Greater formalization could see MSME demand for
formal credit jump by 30-50% (i.e., by 28-15 trillion), though this will have to be
largely driven by a regulatory push and the intent of borrowers to avail formal
loans.

India’s 27-29 million MSMEs without any access to formal credit form the long
tail of MSME credit demand. Such borrowers may be expected to have, at best,
the debt capacity of an average micro-finance borrower, which is about
X30,000. This translates to credit demand of no more than X1 trillion. Recall that
borrower intent is a major driver of closing the estimated credit gap of X8-15
trillion.

New-to-credit (NTC) MSMEShe problem they face is longer timelines for loan
approval more than outright rejection. According to a report published by
TransUnion Cibil, India adds 0.6-0.8 million NTC commercial borrowers each
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year. Even for products such as business loans (usually unsecured), an estimated
20-25% are NTC who get credit on the basis of tax return documents and bank
statements. Large lenders as well as some fintech firms with proven techno-
analytical abilities to use this data, plus alternate data, to underwrite loans. To
the extent that lenders have to consider fraud and credit risk, field
investigations are a critical aspect. The efficiency in offering loans to new
borrowers depends on the lender’s level of sophistication.

Some need to renew focus, while others need to refocus and recalibrate:
Available credit and know-your-customer information is leveraged by avante-
garde lenders to digitize the process of lending to MSMEs. Thus, the speed of
approvals and quality of decisions are driven by their investment in digital
systems.

While the available credit data infrastructure can surely be enhanced, its current
state is not a constraint in itself. However, the range of MSME loan products
needs to widen. Loan products of tenures less than 3-6 months are usually
unavailable to them, for example. MSMEs need a wider set of credit options.
Small businesses also tend to lack collateral to put up for loans. Leading Indian
non-banking finance companies have been successful in unsecured business
lending. However, for banks to move en bloc towards unsecured business
lending would require greater regulatory encouragement.

e_ Read More )
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