INSTITUTIONAL EQUITY RESEARCH

Power Equipment

Exciting times ahead

INDIA | ELECRAMA 2016

We attended ELECRAMA — 2016, a world electricity forum at Bangalore, in which more than
10,000 companies (including about 700 Indian manufacturers) participated. The Indian
power sector is seeing significant changes, particularly in power transmission and
distribution and solar power. The participants were optimistic about recovery with
government’s focus on strengthening transmission and distribution along with reduction in
T&D losses. Equipment manufacturers are ready with the innovative products with
communication capability targeted for upcoming smart cities. The government’s granular
monitoring of power projects with strong structure is likely to drive reforms as a faster pace.
For takeaways on Capital Goods sector Click here

No Make in India without power in India

The panel discussion at the conference (represented by equipment manufacturers, bankers,
and financial investors) highlighted the need for consistent and quality power for the
success of the Make in India campaign. The power sector is seeing exciting times with strong
follow up from the implementation of Integrated Power Development Scheme (IPDS), Deen
Dayal Upadhyay Gram Jyoti Yojana (DDUGJY), and the launch of UDAY. India also has the
biggest LED lighting movement in the world currently. The sector is expected to see an
investment of ~Rs 2.4tn over the next five years, including Rs 430bn in the ‘Green Energy
Corridor’.

UDAY- Will it be a game changer?

The government understands that power distribution companies (DISCOMs) are the weakest
link in power value chain and are negatively affecting the sector the most. Accumulated
DISCOM losses and debt has ballooned to ~ Rs 4tn and there cannot be a viable distribution
system if power tariffs do not reflect costs. UDAY was a necessity — it is a bailout and reform
package. Rs 3tn loans will be taken out from DISCOMs and will enable them to revise tariffs
quarterly, to reflect cost. However, as tariff increase is no substitute for efficiency
improvement and focus on reducing T&D losses is expected to kick start investment in the
sector. Since the DISCOM debt will reflect in the state budget (under Uday), it will push
states to follow through on reforms. The focus is also on improving billing efficiency through
metering and tracking of losses, which are creating demand for transformers and smart
meters (targeting smart metering for > 200 units per month consumption).

Solar power: In sunshine

Elecrama had a dedicated section for solar, with many companies presenting technology and
new products. Solar power is seeing growing acceptance with significant reduction in project
costs. Price paid for solar power in India touched a record low of Rs 4.34 per unit (kilowatt-
hour) in the latest auctions held in Rajasthan (for 420MW of capacities). The government
has an ambitious target of increasing solar power capacity to 103GW by 2020 (including
60GW of utility scale and 40GW in rooftop) from current 5.2GW. Total 15.1GW of solar
projects are already tendered and ~12.1GW (GOI support 6.7GW and state support 5.4GW)
are likely to commission in FY17. The expected tender (February-March 2016) in solar are
~4400 MW (including 4280 MW from GOI support and 150MW from the state government)
and rooftop projects (with subsidy) of 750MW and without subsidy of 700MW.

Solar panel efficiency has increased to ~18% from 12%, while project cost (excluding land
and transmission) per KW has come down to ~Rs 60,000 (from ~Rs 100,000) over the past
five years. Most players feel it would be difficult to reduce costs further and there would be
no major change in technology over the next 10-15 years. Project IRR provided by players
are ~18% without depreciation benefit and ~22-25% with depreciation benefit.
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Good times for transformers

The domestic transformer market is expected to move to organized players with
implementation of ratings systems. The star rating system is now applicable up to
2.5MVA distribution transformers (form 200KVA earlier) since February 2016. The
government has directed that only 4-star and 5-star rated distribution transformers
would be procured and manufactured for government schemes funded by REC and
PFC. Companies are seeing a pickup in order inflow and believe that the sector has
bottomed out.

Key highlights of “ELECRAMA - 2016”
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Milestones for UE village electrification ° (REC)

a Apart from funding, the company is now extensively monitoring the progress of
O'LGHd power projects at the ground level with a team of 361 GVA (Gram Vidyut
Abhiyanta) using advanced communication and online data. Detailed progress is
available for all villages in India at garv.gov.in

Finolex Cables

Strong portfolio in fan and switches displayed with all India launch. Products
prices are at marginal discounts to Havells’
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BHEL

Significant focus on solar with demonstration of new, efficient, and cost-effective products.
Main attraction was patented ‘Solar Thermal Tracker’, which improves efficiency by 20-25%
with 8-10% cost increase. BHEL is increasing manufacturing capacity to 200MW in solar from
s5omw.
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Hydrogen fuel cell developed by BHEL. Successfully
tested for 10,000 hr
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Kirloskar Oil Engine (KOEL)

New petrol and diesel series in low range (2.1- 4.0 KVA) gensets.

Launching 750KVA power genset soon.

Sintex:

Entry into MICB, RCB, and electric meters. Expansion of portfolio in electrical products.

Net metering

Net metering is increasing an attractiveness of solar power projects by having two
way systems. It allows feed power back to grid and offset electricity usage.
Available from Rs 3000 to Rs 7000 per unit.
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one year.

Rating Criteria Definition
BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%
SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors,
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole
responsibility of the recipient.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC.
Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer

PhillipCapital (India) Pvt. Ltd.
Registered office: No. 1, 18th Floor, Urmi Estate, 95 Ganpatrao Kadam Marg, Lower Parel West, Mumbai 400013
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