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EQUITY OUTLOOK

Tailwinds Overcoming Risks: Stay Invested

The markets saw a strong Oct-22 with large cap indices leading the charge. Banks and IT led the charge with
significant outperformance. Hawkish commentary from the Fed has popped up as a speed-breaker in early Nov-22
and could put some dampener on near-term performance. The earning season saw strong topline growth but margin
pressures for non-financials dented PAT growth.

Equity Markets in October 2022

Performance (%)

Oct-22 1M 3M 6M 1y
Major Indian indices
Sensex 60,747 5.8% 5.5% 6.5% 2.4%
Nifty 18,012 5.4% 5.0% 5.3% 1.9%
CNX-100 18,243 4.6% 4.8% 4.5% 2.0%
CNX-500 15,424 4.0% 5.2% 4.3% 2.2%
Mid-cap and Small-cap indices
BSE Mid-cap 25,359 2.0% 5.4% 3.9% 0.3%
BSE Small-cap 28,818 1.3% 6.5% 0.7% 3.0%
CNX Mid-cap 31,432 2.5% 6.1% 5.2% 3.2%
CNX Small-cap 9,686 2.6% 5.6% -5.6% -10.0%

Source: NSE, BSE

Performance (%)
Oct-22 1M 3M 6M 1Y

NSE sector indices

CNX Bank 41,308 6.9% 10.2% 14.5% 5.6%
CNX Auto 13,382 5.4% 6.7% 20.8% 18.4%
CNX Realty 439 3.5% -2.7% -1.1% -12.0%
CNX Infrastructure 5,235 5.6% 7.0% 2.1% 3.8%
CNX Energy 26,673 4.3% 2.5% -6.7% 14.8%
CNX FMCG 44,296 -0.2% 4.3% 15.9% 15.9%
CNX Pharma 13,212 1.9% 3.4% -1.9% -4.8%
CNXIT 28,728 6.5% -1.5% -9.2% -16.5%

Source: NSE, BSE

We remain constructive on the markets. The rate cycle, both in the US and India, is nearing its peak and
will cease to be part of the conversation from CY24, in our view. On the other hand, we see positive
momentum from domestic demand and a sustained multi-year revival in the industrial sector. We
continue to minimise cash levels and aim to deploy fresh inflows within a month, in most cases. We
recommend investors stay fully invested to the extent of their equity asset allocation. Lumpsum
investments can be staggered over some time, but we would advise against holding back for more than 1-
2 quarters.
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Fed Rate Hikes

The markets were disappointed with the Fed Chairman’s statements after the latest FOMC meeting. This is,
incrementally, a negative but the bigger picture is that we are closer to the end of the rate hike cycle than the
beginning. We believe the impact on India will be muted and transient for three reasons:

> Much of the Fll selling on the back of Fed tightening (rate hikes + balance sheet reduction) pre-empted the
hikes. Going forward, there may be some additional selling but it is unlikely to be in the same magnitude as in
1HCY22. The now-extended period of Fed hikes may be a dampener for incremental buying, but we think the
market can cope with that.

> The contagion to India will be less impactful. We believe that the RBI will pause its rate hike cycle in late CY22
or early CY23, with a peak rate of around 5.5%. This is the mid-range of India’s historical rate cycles and is
unlikely to significantly dampen demand or hurt borrower balance sheets.

> There could be some pressure on the rupee in the short term, but that, too, would be transient. We do not
envisage a scenario where the rupee comes under so much pressure that it destabilises financial conditions in
India’s domestic market. Muted incremental Fll selling and relatively narrow interest rate differentials
underpin our confidence.

Fll outflows have pre-empted Fed hikes India rate hikes more moderate than Fed
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Note: FPI data is till 28 Oct 22

Strong Festive Season
Consumption demand through the festive season remained strong, despite high inflation and relatively higher
interest rates. There were a few interesting facets to this

> Auto sales have rebounded strongly, with supply chain challenges waning and underlying demand coming
through. This is despite multiple challenges: rising fuel and ownership costs, higher prices/reduced
discounting, and higher interest rates. Interestingly, demand is stronger in the slightly premium categories.

www.alchemycapital.com
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> The festival sales promotion campaigns by e-commerce companies have been hugely successful in the last week of
Sep-22. According to anecdotal data, mobiles and white goods saw a massive surge in sales during this period.
There were worries that demand in these categories had been front-ended during the Covid period, but there
does not seem to be any signs of abatement.

> Credit card transactions showed a massive rebound in this period, indicating a surge in high ticket spending.
Despite such high growth, cards continued to lose market share to UPI — indicating that underlying demand has
been very powerful through this period.

Bumper festival for Car Sales Spending surge in Sep-Oct 22
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Pradesh; volumes are for first 35 days of each
year's festive season. Festive dates are 35 days
from beginning of Navratri.

We see this as a sustained period of high consumption growth in India driven by rising per capita income driving
aspirations and affordability. In the short term, we see the upcoming wedding season further fuel demand in certain
categories (like jewellery) but the medium-term outlook remains constructive.

Key Sectors

We see three key sectors that would impact the indices in the coming 2-3 quarters. We remain constructive on all
three, but believe that opportunities for most of these sectors would lie in non-index stocks, going down the market
cap curve.

www.alchemycapital.com
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Financials. Bank results were exceptionally strong. The sharp hikes in repo rates led to a front-ended jump in loan
yields, driving margins up. Some of these gains will be lost in FY24 as deposit pricing catches up, but changes in
loan mix towards unsecured lending will partly help cushion this. Banks are also enjoying a golden period in asset
quality, and we see further cuts in provisioning forecasts by the street. Our approach to the sector is selective — we
see outperformance opportunities in relatively cheaper stocks that have rerating potential, rather than expensive
stocks that are dependent purely on earnings compounding for future returns.

Information Technology. The sector is undoubtedly facing headwinds — coming off a high post-Covid base and now
will have to deal with an imminent slowdown/recession in Europe and the USA. On the other hand, the sector PE
has also derated significantly during the year as it faced the brunt of selling in 1HCY22, partly driven by the
derating of tech stocks in the USA. We think the correction has made the sector reasonably valued and attractive
from a medium-term perspective, even if the short-term outlook may be uncertain.

Industrials. We see a long multi-year growth runway for industrials (capital goods, infra, auto ancillaries). Demand
is returning as the capex cycle starts to slowly revive, aided by both government and private spending. Global
supply-chain realignments add to the demand tailwinds, with policy support from the Indian government. The
companies who have survived the “lost decade” of 2011-2020 are now able to exploit this new growth cycle.
There are some pockets of stretched valuations, but the strong multi-year growth outlook gives us confidence in
this sector, and we continue to look for fresh ideas in this space.

Sharp jump in bank margins
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Nifty IT (1 Year Forward PE)
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Results Summary

Margin hits dilute topline growth

Non-financials

PAT

2QFY23 Revenue growth EBITDA margin
yly a/q 3y CAGR| Reported vy/y chg (bps) a/q chg (bps); vy/y a/a 3y CAGR
Nifty 24% 5% 16% 19% -437 -239 -15% -11% 27%
Spark coverage| 26% 1% 17% 15% -474 -143F -21% -12% 25%

Financials

PAT

2QFY23 Revenue growth* Credit costs**
y/y a/a 3y CAGR| Reported y/y chg (bps) q/q chg (bps), vy/y a/a 3y CAGR
Nifty 15% 16% 11% 0.20% 0.00 3.09 36% 16% 32%
38% 15% 30%

Spark coverage

All companies

PAT

2QFY23 Revenue growth EBITDA growth***
yly d/a 3y CAGR| Reported y/y chg g/q chg yly a/a 3y CAGR
Nifty 23% 7% 15% 17% -324 -609.72 -2% -3% 29%
7% -4% 27%

Spark coverage

Source: Spark Capital, Alchemy Capital

*Revenues = NIl + other income
** Ignore insurance and non-lending financials for credit costs calculation
*** For banks and NBFCs, EBITDA = Pre Provision Operating Profit (PPOP)

We are more than halfway through the earning season. Here are some of the key takeaways:

|

|

www.alchemycapital.com

For non-financials, PAT growth has been weak — a small contraction in aggregate. This was, however, largely
expected as there are some temporary factors that have driven this outcome.

Topline growth was robust for non-financials. Revenue growth was 24% y/y — even the three-year CAGR (which
smoothens out the Covid-era base effects) is strong at 16%. This is a sign that demand growth across segments —
both consumer and industrial —is on an upswing. Our constructive thesis on the markets is largely based on this
trend.

Margins contracted significantly due to RM pressures from rising commodity prices. We are closer to the end of
that cycle and expect margins to recover from CY22 as price hikes get passed on to the end-users. Also,
commodity prices are stabilising so incremental pressure on RM prices should abate.

As discussed above, bank results were strong and offset the weak numbers from non-financials. We expect this
trend to continue, though FY24 could see some pressure on margins.

The impact on earnings forecasts has been minimal. FY24 consensus Nifty EPS was stable through Oct- 22 (refer
chart below) and is down a mere 4% from Jan-22. As margins rebound, we see an upside to consensus forecasts
from current levels.
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Nifty EPS trend
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Seshadri Sen
Head of Research
Alchemy Capital Management Pvt. Ltd.

Source: Alchemy Capital
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MARKET INSIGHTS

Alchemy Capital’s view on Market trends, analysis, and way forward; with additional inputs from industry experts
about the different aspects to superlative asset management.

1. Market Views: Market Views - Oct 2022 - YouTube

2. Interviews:

. Mr. Seshadri Sen in an interaction with ET Now: Watch the video

. Mr. Hiren Ved in an interaction with BQ Prime: Watch the video

. Mr. Hiren Ved in an interaction with ET Now Swadesh: Watch the video
. Mr. Hiren Ved in an interaction with ET Now: Watch the video

. Mr. Hiren Ved in an interaction with CNBC-TV18: Watch the video

. Mr. Alok Agarwal in an interaction with Business Today: Read the article

Note : Hyperlinks to other websites made available here are to be accessed at the sole risk of the user; the content, accuracy, opinions expressed, and
other links provided by these resources are not investigated, verified, monitored, or endorsed by Alchemy.

www.alchemycapital.com



https://www.youtube.com/watch?v=EwDWZevXVR4
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Q2 FY23 PERFORMANCE OF PORTFOLIO COMPANIES

The following table summarizes the performance of portfolio companies** which have published their results so

far in Q2 FY23:

Sales ( Rs Mn) EBITDA ( Rs Mn) PAT ( Rs Mn)
Scrip

Q2FY23 Q2FY22 % chg Q2FY23 | Q2FY22 % chg Q2FY23 | Q2FY22 % chg
BLUE DART EXPRESS LTD 13,253 11,236 18% 2,430 2,752 -12% 936 906 3%
CE INFO SYSTEMS LTD 763 567 35% 305 261 17% 254 254 0%
DIXON TECHNOLOGIES INDIA LTD 38,668 28,038 38% 1,452 1,100 32% 771 626 23%
FSN E-COMMERCE VENTURES LTD 12,308 8,853 39% 611 288 112% 52 12 333%
GARWARE TECHNICAL FIBRES LTD 3,560 2,818 26% 621 510 22% 478 409 17%
KPIT TECHNOLOGIES LTD 7,448 5,909 26% 1,380 1,041 33% 835 651 28%
LARSEN & TOUBRO INFOTECH LTD 48,367 37,670 28% 9,117 7,332 24% 6,793 5,515 23%
MARUTI SUZUKI INDIA LTD 2,99,218 2,05,389 46% 27,599 | 8,549 223% 20,525 4,753 332%
MAX HEALTHCARE INSTITUTE LTD 11,371 10,183 12% 3,189 2,704 18% 4,574 1,447 216%
MPHASIS LTD 35,198 28,692 23% 6,178 4,980 24% 4,185 3,415 23%
NAVIN FLUORINE INTERNATIONAL 4,192 3,390 24% 938 842 11% 578 632 -9%
PERSISTENT SYSTEMS LTD 20,486 13,512 52% 3,680 2,244 64% 2,200 1,618 36%
PRAJ INDUSTRIES LTD 8,766 5,324 65% 708 492 44% 481 333 44%
RELIANCE INDUSTRIES LTD 23,00,550 16,76,110 37% 3,12,240 2,60,200 20% 1,36,560 | 1,36,800 0%
SYNGENE INTERNATIONAL LTD 7,681 6,102 26% 2,351 1,799 31% 1,020 667 53%
TATA CONSUMER PRODUCTS LTD 33,631 30,331 11% 4,338 4,133 5% 3,280 2,680 22%
TATA ELXSILTD 7,632 5,953 28% 2,265 1,836 23% 1,743 1,253 39%
UNITED SPIRITS LTD 29,110 25,076 16% 4,373 4,691 -7% 5,531 2,918 90%
VARUN BEVERAGES LTD 31,766 23,982 32% 6,990 4,947 41% 3,810 2,401 59%

** For Alchemy High Growth, Alchemy High Growth Select Stock

www.alchemycapital.com
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DISCLAIMER

General Risk factors:

e All products / investment approach attract various kinds of risks. Please read the relevant Disclosure
Document/ Client Agreement/ Offer Documents (includes Private Placement Memorandum and Contribution
Agreement) carefully before investing.

General Disclaimers:

* The information and opinions contained in this report/ presentation have been obtained from sources
believed to be reliable, but no representation or warranty, express or implied, is made that such information
is accurate or complete.

* Information and opinions contained in the report/ presentation are disseminated for the information of
authorized recipients only and are not to be relied upon as advisory or authoritative or taken in substitution
for the exercise of due diligence and judgement by any recipient.

* The information and opinions are not, and should not be construed as, an offer or solicitation to buy or sell
any securities or make any investments.

* Nothing contained herein, including past performance, shall constitute any representation or warranty as to
future performance.

e The client is solely responsible for consulting his/her/its own independent advisors as to the legal, tax,
accounting and related matters concerning investments and nothing in this document or in any
communication shall constitutes such advice.

* The client is expected to understand the risk factors associated with investment & act on the information
solely on his/her/its own risk. As a condition for providing this information, the client agrees that Alchemy
Capital Management Pvt. Ltd., its Group or affiliates makes no representation and shall have no liability in
any way arising to them or any other entity for any loss or damage, direct or indirect, arising from the use of
this information.

* This document and its contents are proprietary information of Alchemy Capital Management Pvt. Ltd and
may not be reproduced or otherwise disseminated in whole or in part without the written consent.

* The information and opinions contained in this document may contain “forward-looking statements”, which
can be identified by the use of forward-looking terminology such as “may”, “will”, “seek”, “should”, “expect”,
“anticipate”, “project”, “estimate”, “intend”, “continue” or “believe” or the negatives thereof or other
variations thereon or comparable terminology. Due to various risks and uncertainties, including those set
forth under the Disclosure Document/Offer Documents, actual events or results or the actual performance

may differ materially from those reflected or contemplated in such forward-looking statements.

Regulatory Disclosures:

* All clients have an option to invest in the above products / investment approach directly, without
intermediation of persons engaged in distribution services.

* This document, its contents, especially the Performance related information, is not verified by SEBI or any
regulator.

Alchemy Capital Management Pvt. Ltd.

B-4, Amerchand Mansion, 16 Madame Cama Road, Mumbai 400 001 | Ph: +91-22-66171700
Website: www.alchemycapital.com | Email: contactus@alchemycapital.com

CIN: U67120MH1999PTC119811| SEBI Regn No.: INPOO0O000365




