INSTITUTIONAL EQUITY RESEARCH

Fiscal deficit

Fiscal deficit at 68%; impressive pace of capital spending

INDIA | INDONOMICS | Update

Top takeaways from September fiscal data

v' Strong pace of plan capital expenditure

v' Tax revenue growth stronger than budgeted
v' 75% of budgeted dividends received

v Fiscal deficit target of 3.9% should be achieved
% Current risk — Lack of disinvestment

Manageable fiscal deficit led by higher tax and dividend receipts: Fiscal deficit for 1HFY16
is at 68% of budgeted estimate (BE), lower than the last two years’ average pace of 79% of
BE. Tax revenue growth has been strong led by excise and customs, while income,
corporate, and service tax collections are also faring well. Dividend receipts are at 75% of BE
vs. 68% last year, possibly led by higher profit transfers from RBI. There is a sharp jump in
other tax revenue (economic services) at 68% of BE vs. 22% of BE last year — payment could
have come from telecom (auctions) or railways — unsure. Disinvestment is lagging behind
and considering stock market sluggishness, this could put fiscal strain ahead.

Plan capital spending continues to soar: Total expenditure in 1H at 51% of BE is higher than
the trend rate (9-year average at 47%), but largely led by higher plan capital spending which
commands a much higher economic multiplier. Plan capital spending is at a historical high
(61% of BE vs. last nine year average of 40%). Non-plan capital expenditure at 43% of BE is in
line with the historical trend. Plan revenue spending is higher (52% of BE) due to higher
capital spending.

Fiscal targets comfortable placed: We expect FY16 fiscal target of 3.9% of GDP to be
comfortably achieved. Government has huge savings from LPG (due to DBT and lower
prices) and fuel subsidy along with higher excise tax revenue (led by higher excise and
customs duty on crude). That said, we will be watchful of some progress on disinvestment.
We expect yields to respond positively to fiscal data.
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Central Government Fiscal Account (April-September of respective years)

(Rs bn) 2012-13 2013-14 2014-15 2015-16 YoY MoM Comments

Revenue Receipts 3,509 3,899 4,179 5,134 22.8 48.6 Strong growth led by taxes and dividends

% of BE 37.5% 36.9% 35.1% 45.0%

Tax Revenue 2,938 3,076 3,232 3,697 14.4 76.1 Sharp mom growth led by advance corporate tax payment
% of BE 38.10% 34.80% 33.10% 40.20%

Total Receipts 3,571 3,970 4,232 5,320 25.7 46.6

% of BE 36.5% 35.4% 33.5% 43.5%

Non-Plan Expenditure 4,913 5,729 6,158 6,567 6.7 20.4 In line with historical trend

% of BE 50.7% 51.6% 50.5% 50.0%

On Revenue Account 4,467 5,192 5,682 6,114 7.6 20.8

% of BE 51.6% 52.3% 51.0% 50.7%

On Capital Account 446 538 476 454 -4.7 15.3 Not as impressive as plan capital spending

% of BE 42.8% 45.9% 45.2% 42.7%

Plan Expenditure 2,027 2,361 2,463 2,538 3.1 36.0 Higher trend led by higher capital spending

% of BE 38.9% 42.5% 42.8% 54.6%

On Revenue Account 1,675 1,930 1,947 1,710 -12.2 27.6

% of BE 39.8% 43.5% 42.9% 51.8%

On Capital Account 352 431 515 828 60.7 57.4 Extremely impressive, frontloading continuing
% of BE 35.1% 38.5% 42.4% 61.2%

Total Expenditure 6,940 8,091 8,621 9,105 5.6 24.4

% of BE 46.5% 48.6% 48.0% 51.2%

Fiscal Deficit 3,369 4,121 4,388 3,786 -13.7 2.5 Lower than last two-years; manageable levels
% of BE 65.6% 76.0% 82.6% 68.1%

Source: CGA, PhillipCapital India Research
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Tax Components

(Rs bn) Sep-15 YoY (%) Apr-Sep'15 YoY (%) FY16BE YoY (%) Comments

Gross tax revenue 1978 19.4 5969 21.7 14495 15.8% Stronger than full-year estimate
Corporation tax 1010 13.9 1826 12.6 4706 10.5% Improving

Income tax 391 26.6 1224 11.9 3274 17.5% Improving

Customs duty 184 4.5 1036 18.6 2083 10.4% Slight drop in growth in Sep, but ahead of BE
Excise duty 228 51.1 1030 70.1 2298 23.9% Sustaining strong growth pace

Service tax 152 22.7 787 20.8 2098 24.8% Stable

Source: CGA, PhillipCapital India Research
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Disclosures and Disclaimers
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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.

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
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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.

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, Marco Polo
Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered
broker dealer
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