INSTITUTIONAL EQUITY RESEARCH

Q3FY16 Review

Quite a bleak quarter

INDIA | Strategy

Out of the 14 sectors that we cover, three saw positive earnings surprises, one was in line,
and six surprised negatively. Here are some highlights:

Q3FY16 was a disappointing quarter with huge misses

PC universe’s sales grew 1% yoy vs. estimated growth of 3% (was up 2% in Q2)

PAT fell 21% yoy vs. estimated decline of 6% (fell 7% in Q2)

PAT (ex-financials) fell 16% yoy vs. estimated decline of 11%

Infra (ex-GVK and GMR), pharma, power, oil & gas, and IT saw strong earnings growth
Infra (+10%), pharma (+3%) and autos (+1%) beat our expectations

Cap goods (-78%), financials (-45%), and metals (-43%) disappointed significantly

Stocks that beat our expectations — Sun Pharma, Tata Motors, Ashok Leyland, IRB,
Adani ports, HCL, Infosys, KPIT technologies, Pennar, Praj, Finolex Cables, GSK Consumer,
Hindustan Zinc, and Hindalco.
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A dismal quarter on the whole

Key laggards:

» Financials (-45% vs. estimates) declined the most because of higher provisioning and
slippages. The whole PSU-basket felt the pain

» Metals (-18% vs. our estimates) primarily led by Tata Steel, Sail, and JSW Steel

» Cement (-19% vs. our estimates) led by volume slowdown and pricing pressure

Few bright spots:

» Infrastructure benefited from a surge in road orders and displayed notable earnings
strength.

» Pharma (+3% vs. our estimates) surprised mainly due to a strong positive surprise from
Sun Pharma (+12%)

» T (+2% vs. our estimates) was driven by surprises in Infosys and HCL Tech.

Core-sector parameters were under pressure

e Banks: sluggish credit growth continued; PSU asset-quality pressures increased.
e (Capital goods: Execution remained weak, orders declined.

e Metals: Realisations continued to fall on sliding global commodity prices.

e Cement: Lower volume and weak pricing continued.

e IT: Benefited from over-estimation of weakness because of Chennai floods.

e FMCG: Gross margins expanded even as volume pressure continued.

Further cuts in our aggregate estimates:

Following Q3 results, we have cut the earnings estimates of our PC universe further by

12%/11% for FY16/17 (we had cut estimates in Q1 and Q2 too). We have raised them for

pharma and oil & gas marginally. Sharpest cuts continued to be in metals, capital goods, and

cement. Consequently, our Nifty EPS for FY17E gets cut by 5% to Rs 475.

» Cuts: While we have cut earnings estimates for 53% of the companies we cover, for 28%,
the cuts were more than 10%. Stocks that saw major cuts include BOB, PNB, SBI, SAIL,
Hindalco, Ambuja, Bhel, L&T, and Idea.

» Upgrades: For only 9% of our companies did we upgrade earnings by more than 5%.
Stocks where FY17 earnings upgrades were notable include Siemens, Marico, GSK
Consumer, Sun Pharma, Lupin, Dr Reddy’s, and Mindtree.
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PC Universe: Performance in Q3FY16 yoy
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Reported earnings
Revenue EBITDA PAT
QoQ QoQ QoQ
Sector (Rsmn)  Q3FY16 Q2FY16 (%) Q3FY15 YoY (%) Q3FY16 Q2FY16 (%) Q3FY15 YoY (%) Q3FY16 Q2FY16 (%) Q3FY15 YoY (%)
Auto 1,201,843 1,047,908 15% 1,108,883 8.4% 175,471 143,600 22% 165,279 6.2% 77,778 34,531 125% 85,877 -9.4%
Agri Inputs 155,203 164,848 -6% 160,522 -3.3% 19,010 18,693 2% 18,718 1.6% 8,573 7,977 7% 8,780 -2.4%
Capital Goods 454,341 461,126 -1% 457,483 -0.7% 22,024 35,671 -38% 44,585 -50.6% 4,748 13,166 -64% 17,565 -73.0%
Cement 183,131 176,440 4% 168,490 8.7% 29,078 27,551 6% 23,174  25.5% 9,415 8,979 5% 11,994 -21.5%
FMCG 382,746 362,435 6% 374,245 2.3% 84,708 79,261 7% 78,104 8.5% 61,210 56,414 9% 58,381 4.8%
Infrastructure 74,754 78,797 -5% 73,026 2.4% 20,737 25,050 -17% 20,223 2.5% 9,657 10,425 -7% 8,258 16.9%
IT 762,383 752,297 1% 677,971 12.5% 188,819 184,661 2% 177,345 6.5% 148,518 145,746 2% 138,000 7.6%
Tele. & Media 457,559 446,967 2% 430,239 6.4% 149,159 143,877 4% 136,004 9.7% 31,265 34,950 -11% 34,071 -8.2%
Metals 734,720 802,423 -8% 908,605 -19.1% 56,780 96,173 -41% 162,666 -65.1% (27,659) 41,783 -166% 57,449 -148.1%
Midcap 80,485 78,342 3% 74,773 7.6% 11,684 10,936 7% 10,203  14.5% 6,843 6,363 8% 6,237 9.7%
Pharma 249,490 243,570 2% 233,001 7.1% 62,853 62,465 1% 59,672 5.3% 40,325 37,599 7% 36,681 9.9%
Power 445,867 431,060 3% 436,775 2.1% 135,568 113,318 20% 117,907 15.0% 74,383 63,091 18% 68,601 8.4%
Oil & Gas 63,233 87,669 -28% 123,860 -48.9% 8,046 8,824 -9% 7,362 9.3% 4,070 4,590 -11% 3,594 13.2%
NBFC 490,300 494,213 -1% 463,205 5.8% 395,981 387,362 2% 360,609 9.8% 93,940 171,093 -45% 151,030 -37.8%
PC Universe 5,736,055 5,628,096 2% 5,691,077 0.8% 1,359,920 1,337,441 2% 1,381,851 -1.6% 543,067 636,704 -15% 686,518 -20.9%
Source: Company, PhillipCapital India Research Estimates
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PC Universe: Change in FY16 (left) and FY17 (right) earnings estimates by sectors
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PC Universe: Breadth of FY16 (left) and FY17 (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 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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