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Market outlook

Last month witnessed rollercoaster market movement with the first half mirroring the pain on the back of
concerns such as China and Fed uncertainty over the quantum of rate hike coupled with sharp selling by
Flls. However, the market, post the Union Budget witnessed a strong recovery as market participants
lauded the government’s commitment towards fiscal consolidation. The government, in the Union
Budget, continued its effort to boost investment in agriculture, social sector, infrastructure and
employment generation, on the one hand, while sticking to the fiscal consolidation path, on the other. We
continue to be bullish on domestic oriented sectors like automobiles, cement, capital goods . Defensive
sectors like FMCG, pharma and IT could perform in line with broader markets. We are negative on banks,
metals and oil & gas. Post the Q3FY16 results and incorporating the requisite index changes, we expect
Sensex EPS to decline 3.5% YoY to ¥ 1311 and then showcase back ended recovery with 18.9% YoY
growth in FY17E to X 1559, respectively.

What's in/out : No change

Top Picks
Company Recommended Price CMP  Market Cap P/E (x) P/BV (x) RoE (%)
) ) (X crore) FY16E FY17E FY16E FY17E FY16E  FY17E
ITC 343 320 257000 25.7 22.1 8.3 8.0 324 36.2
Pidilite Industries 587 600 30800 39.9 37.9 11.7 10.3 29.3 27.2
Supreme Industries 694 157 9600 45.1 22.9 1.2 6.0 15.9 26.0
Bharat Forge 1,179 820 19172 26.5 21.4 5.2 4.6 19.8 21.3
Concor 1,653 1,230 23950 20.4 17.0 2.7 2.4 13.1 13.7
Voltas 331 245 8100 22.1 19.7 3.5 3.2 15.4 16.3
Timken India 602 442 3005 34.2 26.2 6.2 5.3 19.0 20.4
Star Ferro Cement 158 107 2380 20.2 11.1 2.8 2.3 14.1 20.9
Inox Leisure 232 211 2035 38.1 25.7 2.7 2.4 1.4 9.4
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Performance*® so far ...
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* The portfolio performance (during July 2015 — January 2015) was driven * The portfolio underperformance during February 2015 was mainly due to
by PVR (21%), Indraprastha Gas (15%), Bata India (10.2%) and Torrent weak global sentiments. Voltas and Star Ferro impacted returns for the
Pharma (9.1%). Over the period, the portfolio was mainly impacted by the month. The impact was partially offset by the positive performance in
underperformance in MRPL (-28%) and Bharat Forge (-28%). Since Supreme Industries and Pidilite. During the month, we have made no
inception, we have booked profit in PVR, Bata India, Torrent Pharma, L&T, changes in our portfolio
Maruti Suzuki, Dr Reddy’s and Mahindra & Mahindra

* The date of commencement was June 5, 2015

Source: Reuters, ICICldirect.com Research
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Pidilite Industries (PIDIND) ITC (ITC)

* Pidilite is a dominant play in India’s growing adhesive and industrial * ITC is the largest cigarette manufacturer (~75% volume share in FY12) &

chemical market with a market share of ~70% in its leading brand
categories in the organised segment. The company’s two major
segments, consumer & bazaar (C&B) and speciality industrial chemical
have grown at a CAGR of ~19% and ~13% (standalone), respectively, in
FY10-15. C&B segment contributes ~82% to standalone revenue. This
segment has grown mainly driven by the adhesive and sealants segments
that contributed ~50% to the company’s C&B segment revenue (FY15)

* The specialty industrial segment contributes ~18% to standalone
revenue. This segment grew at 13% CAGR (FY10-15) mainly driven by
demand growth from packaging, cigarettes, stickers, labelling, footwear,
etc. The specialty industrial segment has three major sub-segments:
industrial adhesive, industrial resins and organic pigments & preparations.
We have modelled industrial segment revenue growth at ~13% CAGR
(FY15-18E) led by a pick-up in demand of industrial adhesives & resins

* We estimate lower revenue CAGR of ~12% while a sharp margin
expansion of ~500 bps for FY15- 18E may be supported by benign raw
material prices. Also, a recovery in margin coupled with strong return
ratios would justify the company’s current valuation. At the CMP, the
stock is trading at 40x FY16E & 38x FY17E earnings. We believe the stock
is a potential candidate for re-rating considering its ability to maintain its
market share and enjoy the benefit of lower raw material prices

among the largest paperboard manufacturing companies in India. It also
has the second largest hotel chain in the country. ITC's emerging strength
is the FMCG (others) business led by robust growth of 20.1% CAGR
(FY09-15) & strong brands like Aashirvaad, Sunfeast, Bingo, Vivel, Fiama
Di Wills, Superia, Classmate, Paperkraft, Wills Lifestyle & John Players

* |ITC has been aggressive in recent times to shape itself into India’s leading

FMCG company. The company has set before itself an ambitious vision of
achieving a topline of ¥ 100000 crore from non-cigarette FMCG business
by 2030. This translates into a CAGR of 17.4% in this segment in FY15-
30E. After starting the FMCG business from scratch in 2003, it had a
topline of ¥ 9038 crore from this segment in FY15. Further, ITC's foods
portfolio, on the back of strong brands like Sunfeast, Aashirvaad, Yippee,
alone accounted for over ¥ 6000 crore of sales in FY15. Further, the
company is aggressively diversifying in newer categories as reflected in
the recent acquisition of two brands “Savlon” & “Shower to Shower” and
foray into the dairy industry with Aashirvaad Svasti cow ghee

* We estimate revenue & net profit CAGR of 8.7% & 9.7%, respectively, in

FY15-17E. We maintain a positive stance on ITC as we believe ITC's focus
to grow its FMCG business would be a catalyst to topline growth in the
long run. Simultaneously, a structural decline in commodity prices has
increased visibility of earnings growth in segment

Key Financials FY15 FY16E FY17E Key Financials FY15 FY16E FY17E
Net Sales Z crore 4844.1 5350.7 5993.9 Net sales < crore 36,083.2 36,905.9 42,633.3
Growth % 13.1 10.5 12.0 Growth % 9.7 2.3 15.5
EBITDA margin % 16.1 20.9 21.1 EBITDA margins % 36.9 38.8 374
PAT Z crore 512.6 723.9 824.4 PAT % crore 9,607.7 10,127.7 11,571.1
PAT growth % 18.9 41.2 13.9 PAT growth % 9.4 5.4 143
P/E X 57.3 40.6 35.6 P/E X 27.0 25.6 22.4
P/BV X 13.1 11.3 9.9 P/BV X 8.4 8.3 8.0
RoNW % 23.1 27.8 21.7 RoE % 31.3 324 35.8
RoCE % 29.7 38.0 38.0 RoCE % 43.2 459 48.6
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Timken India (TATTIM)

* Timken India has forayed into gear repair services with the Raipur facility.
The management pegs the opportunity in the segment, currently served
by unorganised players, at ~% 2500 crore in India wherein it is looking to
garner up to 15% market share in the medium to long term. Furthermore,
DFC implementation would also provide an incremental bearing market
opportunity of ~¥ 500 crore led by incremental ordering of new wagons.
Timken with 50% market share in the segment would be a key beneficiary

* Timken has witnessed the best revenues and earnings growth among its
peers led by strong exports (~34% CAGR in FY09-15) and revival of M&H
CV segment. In FY15, when its peers revenues grew in single digits,
Timken clocked a staggering topline and bottomline growth of 29% and
80%, respectively. Going ahead, the M&H CV segment is expected to
continue its robust performance along with the railway freight segment,
which has stable demand. Hence, we expect overall revenue growth of
18.3% in FY15-17E with margins expanding 250 bps in the next two years

* Given the leadership in the tapered bearings led by strong parentage,
robust balance sheet and strong earning CAGR (~32.3% over FY15-17E),
Timken is one of our top picks in the bearings segment with a proxy play
on both Railways investment uptick and repairs business potential

Supreme Industries (SUPIND)

* Supreme Industries (SIL) is a strong play in the Indian plastic industry with
plastic processing capacity of 4.5 lakh tonnes. We believe SIL is well
placed to benefit from India’s long term structural reform considering its
diversified product portfolio with strong brand, widespread geographic
reach, strong balance sheet that has enabled SIL to generate attractive
RoCE & RoEs consistently

* With the ramp up in infrastructure activity coupled with rising demand for
quality products in India, we believe plastic piping, packaging products
volume will record CAGR of ~16%, ~14%, respectively, in FY15-18E.
With the strong distribution channel (~2500 dealers) in India, we believe
sales of piping, packaging segment will likely record CAGR of 16%, 15%
for FY15-18E. SIL is taking concrete steps to increase contribution of
value added products to total sales from 31.7% in FY13 to 35% by FY20.
SIL is further awaiting government approval for a full fledged launch of
composite LPG cylinder in India that would further aid its revenue,
margin. We believe EBITDA margin would see moderate growth of ~70
bps, 30 bps YoY to ~15.6% and 15.9% for FY17E & FY18E, respectively

* We expect the company to maintain high RoE and RoCE considering 1)
healthy topline growth backed by capex plan, 2) maintaining higher
operating margin and 3) efficient working capital management turning
lower debt/equity ratio. We believe strong brand coupled with sustained
growth justify SIL to command premium valuations

Key Financials FY15 FY16E FY17E Key Financials FY15 FY16E* FY17E
Net sales < crore 929.0 1,094.8 1,301.1 Net Sales  crore 4,219.5 3,017.1 5,115.6
Growth % 29.0 17.9 18.8 Growth % 8.0 -28.5 69.6
EBITDA margins % 14.4 16.1 16.9 EBITDA margin % 14.9 14.0 15.6
PAT Z crore 80.7 107.9 1413 PAT T crore 322.4 2141 421.1
PAT growth % 80.0 33.7 31.0 PAT growth i L2 s 2oy
P/E X 37.4 34.2 262 IE/ EV X zgg 43; zgg
P/BV X 6.9 6.2 5.3 / x : : :
RoE % 18.4 19.0 20.4 RoNW % 26.6 15.9 26.0

. : : : RoCE % 324 20.3 33.6
RoCE % 28.1 28.5 28.9 *For nine months only
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Bharat Forge (BHAFOR) Inox Leisure (INOX)

* Bharat Forge (BFL) is a leading global automotive forgings supplier, * Inox, with 19% share of multiplex screens in India with 413 screens

boasting top-5 global OEMs as customers. CV business is ~55-60% of the
consolidated business & remains a key driver for overall growth. Of late,
moderation of Class 8 truck demand in US and softening of demand from
oil & gas segment has impacted its performance. However, BFL has been
diversifying its revenue mix, which is reflected in PV's share of exports to
increase from 4% in FY15 end to 9% in Q3FY16 and is expected to be
20% by FY18E. On the domestic side, BFL is a play on a recovery of the
CV cycle, as it commands > 60% market share in M&HCV components.

* Further increasing focus on new verticals like railways, aerospace,
defence, mining & renewable under the Make in India theme would drive
its performance. In next two or three years, BFL is aiming to generate
revenues of $100 million from aerospace vertical (HAL alone imports
~1000 crore worth forging). BFL is also focusing on defence opportunity
where it is looking to use its engineering capabilities to develop
indigenous products (e.g. 155 mm artillery gun). These higher margin
non-auto businesses will start contributing meaningfully in H2FY17E

* BFL has remained extremely cautious on capital expenditure leading D/E
to decline 0.3x (1.5x FY10). We believe BFL's business franchise is unique
and provides investors a great opportunity to own one of the few India
listed “Global/Local Tier- 1.56” ancillary supplier.

(Q3FY16) & ~8% share of domestic box office collections is second
after PVR (~491 screens (Q3FY16). Inox, enjoys a well distributed
presence across India with 67, 162, 89, 95 screens in East, West, North
and South regions, respectively. Adding about three screens every
month in the past decade, it is aiming at 435 screens by FY16E and 645
screens in the next couple of years. We believe Inox will reach a
screen count of 421, 477 screens by FY16E, FY17E, respectively

* We derive confidence from the consolidation in the industry, which has
led to four players controlling ~90% of the multiplex screen. As Inox is
one of the largest players it is well placed to take price hikes. We
expect Inox” ATPs to grow at a CAGR of 3.6% in FY15-18E and reach
% 182 by FY18E. The spends per head (SPH) is expected to expand to
¥ 61 by FY18E from % 55 in FY15. The high EBITDA generating
advertising revenues & other operating revenues remains the focus
area of the management. With the in-cinema advertisement gaining
traction, advertising revenues are expected to grow at 18.3% CAGR
over FY15-18E to X 134.9 crore

Despite the narrowing down of the fundamental gap between PVR and
Inox, the latter is trading at a significant discount to the market leader.
We consider this an opportunity and expect the valuation gap to
concomitantly narrow down leading to re-rating of the stock

Key Financials FY15 FY16E FY17E FY15 FY16E FY17E
Net sales < crore 1,625.0 8,372.0 8,926.0 Net sales < crore 895.4 1,136.0 1,317.1
Growth % 135 9.8 6.6 Growth % 17.4 26.9 15.9
EBITDA margins % 19.3 15.7 17.6 EBITDA margins % 13.7 16.3 18.8
PAT < crore 764.0 722.0 893.0 PAT < crore 20.0 54.0 88.4
PAT growth % 53.2 -5.5 23.7 PAT growth % -45.7 170.0 63.7
P/E X 25.0 26.5 214 P/E X 100.6 374 22.8
P/BV X 5.5 5.2 4.6 P/BV X 3.0 2.8 25
RoE % 22.2 19.8 21.3 RoE % 3.1 14 10.8
RoCE % 18.6 17.1 21.6 RoCE % 6.0 11.0 14.6
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Voltas (VOLTAS)

* Voltas is primarily an assembler of ACs with outsourcing component and
assembles in its Pantnagar plant (Uttarakhand). The segment contributes
~48% to the consolidated topline and recorded sales CAGR of ~13% in
the last five years. A strong brand coupled with over 6500 dealers has
helped Voltas to improve its market share from 14% in FY10 to 20.8% in
FY15. Given the relatively stable margin and high operating cash flow, the
UCP segment has provided strong support to Voltas' profitability with
lower working capital requirement. The company commands strong RoCE
of the UCP segment in the range of ~40-43% over the last four years

* Due to adverse macroeconomic conditions, Voltas faced a severe working
capital crunch on account of the slow pace of execution in the EMPS
business. To reduce working capital requirements and improve
profitability, it has adopted a strategy to remain selective in bidding for
new project with a ticket size in the range of ¥ 300-400 crore with a
minimum operating margin of 5%

* Considering the two different portfolios of consumer and industrial facing
business of Voltas, we are valuing consumer and industrial businesses
separately using the SOTP method

Star Ferro Cement (STAFER)

e Star Ferro Cement (SFCL) is the largest cement player in the North-East
region (NER) with over 23.0% market share. Demand growth in this
region has consistently remained higher than the growth at pan-India
level. With the current Budget's focus on infra development coupled with
special focus on the NER region, cement demand in NER is expected to
remain healthy over the next three to four years. The company aims to
increase its market share in NER from 23.0% to 30% in the next five to
seven years led by aggressive marketing efforts. Given this backdrop,
SFCL is expected to clock revenue CAGR of 22.7% in FY15-17E

» SFCL is expected to report EBITDA/tonne of %1,623 (which is 2.2x of pan-
India cement players) in FY16E led by various fiscal benefits under the NE
industrial policy, cost advantage and close proximity of large reserves of
coal. Further, we expect EBITDA/tonne to improve to %1,741 led by
healthy realisation and higher utilisation

* SFCL is expected to receive ¥ 600 crore of subsidy from the government
over the next two years. Hence, with limited capex, the company is better
placed to reduce debt significantly over FY15-17E and boost net margins
over the next two years. In addition, given SFCL'’s ability to generate over
2.2x EBITDA/tonne of its peer set and capability to expand through
internal accruals, we believe SFCL should trade at premium valuations
despite being a midcap cement player

Key Financials FY15E FY16E FY17E Key Financials FY15 FY16E FY17E
Net sales < crore 5,183.1 5,743.2 6,336.6 Net sales < crore 1,426.8 1,699.0 2,225.5
Growth % -1.6 10.8 10.3 Growth % 21.8 19.1 31.0
EBITDA margins % 1.9 1.6 8.4 EBITDA margins % 29.1 28.5 28.8
PAT < crore 384.3 371.8 416.8 PAT < crore 63.4 127.6 263.3
PAT growth % 56.6 -3.3 12.1 PAT growth % 939.5 101.2 106.3
P/E X 21.3 22.1 19.7 P/E X 42.3 21.0 10.2
P/BV X 39 35 3.2 P/BV X 4.0 33 2.5
RoE % 16.6 15.4 16.3 RoE % 9.4 15.5 24.8
RoCE % 17.0 16.2 18.1 RoA % 3.6 6.8 13.5
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ANALYST CERTIFICATION

We /I, Pankaj Pandey, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. We 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.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a Sebi registered Research Analyst having registration no. INH000000990. ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment
banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private
sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the
details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential
and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any
form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the
information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICl Securities from doing so. Non-rated securities indicate that rating on a particular security has
been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory
capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed.
This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or
other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as
customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or
appropriate to your specific circumstances. The securities discussed and opinions expressed_in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The
recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI
Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are
advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections.
Forward-looking statements are not predictions and may be subject to change without notice.

ICICI 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.

ICICI 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI 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 ICICI Securities nor Research
Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that Pankaj Pandey, Research Analyst of this report has not received any compensation from the companies mentioned in the report in the preceding twelve months.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding
the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

It is confirmed that Pankaj Pandey, Research Analyst do not serve as an officer, director or employee of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such
jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.
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