INSTITUTIONAL EQUITY RESEARCH

Q3FY17 Review

Solid performance in times of demonetisation

INDIA | Strategy

Q3FY17 was an eventful quarter with more sectors beating our expectations and the BFSI
sector reporting better-than-expected growth. While demonetisation impact on
consumer-facing companies was significant, contrary to expectations, the effect on
consumer discretionary was lower than expected. Out of the 13 sectors that we cover, six
saw positive earnings surprises, three were in line, and four surprised negatively. The PC
coverage universe of 148 companies reported robust revenue, EBIDTA, and earnings
growth (yoy) of 9%, 15%, and 21% respectively. The growth was buoyed by low base in
metals, capital goods, and financials sectors. Here are some highlights:

Better-than-expected buoyed by low base effect in metals and cap goods

PC universe’s sales were +9% yoy vs. estimated -4.5%; +1.5% qoq

PAT was up 21% yoy largely in line with our expectations of 18%; -2.4% qoq

PAT (ex-financials) was up 13% yoy vs. our expectations of 9%

Solid yoy earnings growth seen across metals, cap goods, and financials

Telecom (+30%), infra (+17%), and cement (+11%) beat our expectations

Specialty chemicals (-12%), cap goods (-7%), and pharma (-3%) came in below our
expectations

] Stocks that beat our expectations — Indusind Bank, Bharat Financial, Glenmark,
Biocon, Castrol India, JSW Steel, Tata Steel, Tech Mahindra, NCC, Ashoka Buildcon,
Crompton Greaves, VA Tech Wabag, and Apollo Tyres.
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Turnaround in corporate earnings growth more likely: Corporate earnings have been
disappointing for the last few years because of stress in the financial system emanating from
sluggishness in core sectors. Q3FY17 results are a reflection of the stress in the system
bottoming out. The earnings growth trajectory is more likely to revert to its long-term mean.
Even after considering the impact of demonetisation on the consumer sector, and
sluggishness in classic growth sectors (IT, pharmaceuticals), FY18 earnings growth trajectory
seems largely intact (in healthy high-teens) as core sectors are seeing a bottoming out.

Key sector parameters on improving trajectory albeit weakness in some pockets

e  Banks: Sluggish credit growth continued, but asset quality woes are reducing

e Capital goods: Execution was up 4% yoy, but order inflow declined by 5%

e  Metals: Realisations improved significantly

e Cement: Volumes were better than expected and margins improved

e IT: Numbers were largely in line with beaten down expectations

e FMCG: Saw gross margin pressure even as volume growth continued to remain sluggish

Aggregate estimates stabilising:

Following Q3 results, we revised marginally lowered our FY18 earnings estimates for sectors
impacted by demonetisation. We have raised estimates for metals and capital goods sectors.
Our Nifty EPS estimates for FY18 is Rs 525, largely in line with consensus expectations of Rs
528. Nifty is trading at 17x on one-year forward earnings.
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PAT growth distribution: Q3FY17
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PC Universe: Performance in Q3FY17 yoy
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Reported earnings
Revenue EBITDA PAT
Sector (Rs MN) Q3FY17 Q2FY17 QoQ Q3FY16 YoY Q3FY17 Q2FY17 QoQ Q3FY16 YoY Q3FY17 Q2FY17 QoQ Q3FY1l6 YoY
Automobiles 11,92,674 11,99,366 -1% 12,22,797 -2.5% 1,36,453 1,55,240 -12% 1,77,358 -23.1% 47,129 68,549 -31% 78,397 -39.9%
Capital Goods 4,73,464 4,61,757 3% 4,53,864 4.3% 43,392 37,556 16% 17,202 152.3% 22,986 20,798 11% 3,847 497.5%
Cement 1,56,934 1,70,295 -8% 1,78,963 -12.3% 27,994 30,928 9% 28,896 -3.1% 11,988 13,887 -14% 10,121 18.4%
FMCG 3,91,496 3,89,661 0% 3,79,876 3.1% 86,992 88,458 -2% 86,884 0.1% 61,165 61,976 -1% 61,213 -0.1%
Infrastructure 89,523 82,818 8% 86,867 3.1% 28,022 27,931 0% 24,416 14.8% 12,820 14,397 -11% 10,555 21.5%
IT 8,36,326 8,25,694 1% 7,64,637 9.4% 2,01,684 1,96,859 2% 1,87,614 7.5% 1,58,393 1,51,783 4% 1,48,419 6.7%
Telecom & Media 3,55,820 3,68,627 -3% 3,61,560 -1.6% 1,22,478 1,31,204 -7% 1,19,819 2.2% 31,513 28,377 11% 23,191 35.9%
Metals 8,84,728 8,05,439 10% 7,00,729 26.3% 1,66,137 1,41,086 18% 61,898 168.4% 49,121 36,610 34% 6,161 697.3%
Midcap 1,07,233 1,06,751 0% 1,02,972 4.1% 13,627 14,072 -3% 14,068 -3.1% 7,457 7,801 -4% 8,072 -7.6%
Pharmaceutical 3,12,997 3,08,113 2% 2,77,911 12.6% 80,139 78,478 2% 69,647 15.1% 46,499 52,039 -11% 44,122 5.4%
Specialty Chemicals 33,117 33,372 -1% 31,689 4.5% 6,063 6,699 -9% 5,990 1.2% 2,841 3,271 -13% 2,724 4.3%
Oil & Gas 8,92,075 8,62,729 3% 7,63,670 16.8% 1,30,739 1,28,598 2% 1,24,539 5.0% 83,925 81,814 3% 78,448 7.0%
NBFC 8,92,264 9,09,188 -2% 7,57,585 17.8% 4,94,443 5,17,362 -4% 4,17,553 18.4% 1,47,666 1,59,312 -7% 89,309 65.3%
Total PC Universe 66,18,652 65,23,811 1% 60,83,121 9% 15,38,163 15,54,470 -1% 13,35,883 15% 6,83,504 7,00,613 -2% 5,64,579 21%
Source: Company, PhillipCapital India Research Estimates
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PC Universe: Change in FY17 (left) and FY18 (right) earnings estimates by sectors
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PC Universe: Breadth of FY17 (left) and FY18 (right) earnings estimates
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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 No
the 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. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether
trading/investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. PhillipCapital and any of
its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that
trading/investments in financial markets are subject to market risks and are advised to seek independent third party trading/investment advice outside
PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or
profits or capital protection or appreciation. PhillipCapital and any of its employees, directors, associates, and/or employees, directors, associates of
PhillipCapital’s group entities or affiliates is not inducing you for trading/investing in the financial market(s). Trading/Investment decision is your sole
responsibility. You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

Kindly note that past performance is not necessarily a guide to future performance.
For Detailed Disclaimer: Please visit our website www.phillipcapital.in

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.

If Distribution is to Australian Investors
This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
246827).

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced,
distributed or published by you in whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the
sender immediately.
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