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Model Portfolio Update

(Domestic) value to the fore!

We are tactically tilting our Model Portfolio towards
(relatively cheap) domestic cyclicals and
correspondingly away from (relatively expensive)
global stories. This is based on two key arguments:
weak global macros (external) and government
policy initiatives (internal). We must confess that the
foundations for this shift have been around for a
while now (the regime change in May-14, softer
commodity prices).

However, our stance was further emboldened by
recent events (namely Chinese tremors, the Fed’s
reluctance to raise rates and Governor Rajan’s bold
50 bps repo rate cut) which are likely to ease
liquidity (inflows into India) and trigger policy
initiatives. Given India’s relatively stable macros
within the EMs pack and evidence that Government
is leading the revival of the capex cycle, a tilt towards
domestic cyclicals is called for.

®  We are adding ICICI Bank and SBI, in the belief
that pragmatic policy reforms and government
spend on infra buildout (Plan capex is up 38% YoY
so far in FY16) will help revive asset quality (and
credit growth) in stressed sectors such as
construction and steel. Both banks are adequately
capitalised, and available at a significant discount
to historic valuations (ICICI Bank is under 1.6x
FY17 ABV while SBl is ~ 1x, both net of subs).

Our BUY call on Bank of Baroda is faith-based,
where we think the new CEO P S Jayakumar’s term
may lead to a re-rating in line with other stressed
PSBs. We think this is undeserved, given the strong
corporate lending franchise of the bank which can
sync nicely with a macro revival. A charismatic
private banker such as Mr Jayakumar may be just
the right leader in the right bank at the right time.

We are reducing our Indusind Bank position to EW
after posting ~130% returns over two years purely
on valuations (over 2.8x FY17e ABV), which lends
credence to our preference for cyclical bets in the
sector such as ICICI Bank, BoB and SBI.

Recent government actions on the beleaguered
power sector indicate that a transformational
change may be in the offing. Fiscal devolution to
the states is likely to be linked to their
achievements in reforming power distribution.
This augurs well for the regulated entities NTPC
and Powergrid, which offer high confidence on
business  continuity, capex outlay, asset
commissioning and (hence) visibility on growth.
Also, as interest rates fall, we see rising P/BV
multiples for both entities. We introduce NTPC at
160 bps OW (2.5%) and increase Powergrid to
~250 bpws OW (3.5%) in our Model Portfolio.

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO> & Thomson Reuters
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We sense a near term bottom for oil prices, led by
the weakening dollar driven by lack of macro
traction in the US. Tightening supplies of shale oil
will help. This drives prospects for beaten down
upstream cos in India such as ONGC (retains
upsides upto $60/bbl on domestic output).
Overseas operations can break even at ~$65. Our
TP for ONGC is Rs 375 at $70/bbl, which we will
review post this quarter. We are increasing ONGC
to 230 bpw OW in our Model Portfolio. The axe,
naturally, falls on HPCL where we are admittedly
late in EXITing. We see lower refining margins,
inventory losses and most of the rerating post
subsidy reduction having played out already.

IT services, FMCG and Pharmaceuticals are
natural REDUCE/SELL targets of our pro-cyclicals
stance. We, however, maintain our OW on ITC
(where we see strong relative value) and believe
that Asian Paints and Pidilite offer refreshingly
different stories (and, hence, stock trajectory)
versus traditional FMCG. We expect weak
commodities and construction/home-building
revival to help both stocks diverge from the rest of
the FMCG pack.

In IT services, we are booking part-profits on our
huge OW on Infosys, which still remains OW.
Here, the macro-led demand environment poses a
sentimental challenge to the longer term story of
revival under the transformational leadership of
Vishal Sikka. Our HCL Tech call has hurt (down
~11%), but we prefer to maintain faith for now in
view of its unique business mix which is skewed
towards infrastructure management services.

Like IT services, Pharmaceuticals is another space
where Indian companies have made giant global
strides. We see increased regulatory challenges
and competition, though speciality pockets of
pricing power persist. We have more than doubled
our money in Lupin and can foresee rising
integration/execution challenges post the Gavis
acquisition. Valuations are stiff at ~29x consensus
FY17E EPS. Meanwhile, our Sun Pharma exposure
has delivered 29%. The promise of successful
integration of RBXY is very much intact, but near
term pain will have to be first absorbed. Again,
valuations are not exactly in favour at ~27x FY17E
consensus EPS. Our pro-value stance compels us
to exit both these Pharma positions.

A similar EXIT argument applies at Zee despite
structural tailwinds. While we continue to like the
prospect of rising TV ad spends, improving
monetisability of viewership in the BARC era and
Phase Ill and IV of the CAS buildout, we feel Zee's
current valuation of ~30x FY17E EPS (adj for Rs
22/sh pref payout) is not quite the stuff that
characterises margin of safety.

Summary of Portfolio Changes

BUY SELL

= BOB (new) =  HPCL (exit)

=SBl (add) = Indusind Bank (reduce)
= |CICI Bank (add) = Infosys (reduce)

=  NTPC (new) = Lupin (exit)

=  Power Grid (add) = Sun Pharma (exit)

= Zee (exit)

Page | 2




[- HDFC securities

INSTITUTIONAL RESEARCH

STRATEGY : MODEL PORTFOLIO UPDATE

HDFC sec MODEL PORTFOLIO

Sector | cvp | Stock NIFTY wt (%) | Portfolio wt (%) | OW/(UW) bps Portfolio NIFTY
FINANCIALS 31.1% 34.5% 347 Return Return
278 ICICI Bank 5.6% 10.0% 442 46.96% 35.32%
243 State Bank Of India 2.6% 10.0% 740
491 | Axis Bank 2.9% 6.6% 377 OPF : 1,164 bps
186 Bank of Baroda 0.6% 3.5% 290 Launched 9 Oct 2013
65 Federal Bank 2.8%
946 Indusind Bank 1.6% 1.6% 0
IT SERVICES 16.5% 11.8% -469 BoB (NEW), SBI (ADD), ICICI Bank
1,132 Infosys 7.8% 8.6% 80 (ADD), Indusind (REDUCE)
828 HCL Tech 1.6% 3.2% 166
FMCG 9.9% 13.2% 325
339 ITC 6.6% 7.9% 138 Infosys (REDUCE)
875 Asian Paints 1.4% 2.7% 133
574 Pidilite 2.5%
AUTOMOBILES 9.1% 11.3% 213 Alpha idea
343 Tata Motors 2.2% 3.6% 134
4,354 | Maruti 2.0% 2.9% 9% Big OW vs NIFTY
2,540 Hero Motocorp 1.1% 2.5% 147 Big UW vs NIFTY
931 Bharat Forge 2.2%
OIL & GAS 8.2% 9.2% 100
889 RIL 5.1% 5.3% 28
258 | ONGC 1.6% 3.9% 230 HPCL (EXIT), ONGC (ADD)
INDUSTRIALS & UTILITIES 8.3% 12.4% 411
1,534 L&T 4.3% 6.4% 210
132 Power Grid Corporation Of India 1.0% 3.5% 249 NTPC (NEW), Power Grid (ADD)
126 NTPC 0.9% 2.5% 160
MATERIALS & COMMODITIES 5.6% 4.7% -88
346 Coal India 1.5% 2.9% 138 Lupin (EXIT), Sun Pharma (EXIT)
914 JSW Steel 1.8%
PHARMACEUTICALS 8.2% 0.0% -818
TELECOM & OTHERS 3.0% 1.9% -106
410 Bharti Infratel 1.9%
Cash 0.8% 84 ZEE (EXIT)
TOTAL 100% 100%
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HDFC sec MODEL PORTFOLIO : STOCK RETURNS

Stock cMP Returns Portfolio wt

Indusind Bank 946 130% 1.6%
Pidilite 574 115% 2.5%
Federal Bank 65 44% 2.8%
Axis Bank 491 38% 6.6%
Coal India 346 36% 2.9%
Infosys 1,132 33% 8.6%
L&T 1,534 28% 6.4%
ICICI Bank 278 25% 10.0%
Maruti 4,354 17% 2.9%
State Bank Of India 243 13% 10.0%
Power Grid Corporation of India 132 9% 3.5%
Hero Motocorp 2,540 6% 2.5%
RIL 889 4% 5.3%
ITC 339 4% 7.9%
Asian Paints 875 2% 2.7%
Bank of Baroda 186 0% 3.5%
NTPC 126 0% 2.5%
ONGC 258 -6% 3.9%
Bharti Infratel 410 -7% 1.9%
HCL Tech 828 -11% 3.2%
JSW Steel 914 -13% 1.8%
Bharat Forge 931 -16% 2.2%
Tata Motors 343 -17% 3.6%

Page | 4



[- STRATEGY : MODEL PORTFOLIO UPDATE

INSTITUTIONAL RESEARCH

Rating Definitions

BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL . Where the stock is expected to deliver less than (-)10% returns over the next 12 month period
Disclosure:

I, Dipen Sheth author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect my views about the subject issuer(s) or
securities. | also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its
Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further
Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — No

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of
warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information
purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an
offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HDFC Securities
Ltd or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not
be reproduced, distributed or published for any purposes without prior written approval of HDFC Securities Ltd .

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived
from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HDFC Securities Ltd may from time to time solicit from, or perform broking, or other services for,
any company mentioned in this mail and/or its attachments.

HDFC Securities and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies)
mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and
other related information and opinions.

HDFC Securities Ltd, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any
action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend or income, etc.

HDFC Securities Ltd and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or
may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.

HDFC Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

HDFC Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HDFC Securities or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research
report. Accordingly, neither HDFC Securities nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not
based on any specific merchant banking, investment banking or brokerage service transactions. HDFC Securities may have issued other reports that are inconsistent with and reach different
conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have
not received any compensation/benefits from the subject company or third party in connection with the Research Report.
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