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EQUITY OUTLOOK

Indian corporates, over the past few years, have faced multiple headwinds in their efforts to grow profits — sharp
correction in commodity prices led by crude, poor monsoons impacting rural demand, sub optimal capacity
utilisations impacting private corporate capex, weak exports on account of slow global markets and higher than
normal debt to equity in aggregate corporate balance sheets (BSE 500). The resultant impact has been that Nifty
profits over the past 3-4 years have remained flat with nominal change. With this backdrop, it is important to reflect
where we are today and what the prospects of the same are, going forward.

Below are a list of headwinds and tailwinds that are likely to impact earnings going forward and hence, the market
trajectory :-

Tailwinds Headwinds

Strong Monsoon Global demand environment is weak — impacting
exports

Stable commodity prices Capacity utilisations remain low — weak private
corporate capex

Sharp improvement in government infrastructure Leverage remains higher — though incrementally

capex improving

GST implementation from FY18 onwards

Lower interest rate scenario

Gradual improvement in domestic demand scenario

As can be seen from the table above, over the past few months, some of the past headwinds have now turned into
tailwinds and a few new reasons to be optimistic have got added to the list. A combination of all the positives have
the potential to outweigh the negatives, that are more global in nature, going ahead. Importantly, consensus today
expects Nifty profits to grow at a 15%+ CAGR over the next 2 years, after a long gap. Among the many tailwinds
mentioned above, GST implementation is the key game changer in the long term. This tax reform is a big ticket
reform measure that can improve government finances substantially and hence the quality of government balance
sheets can change meaningfully. This, in turn, can lead to structurally lower interest rates and higher equity
prices/valuations.

Goods & Services Tax (GST) is a single tax applicable across goods and services and can truly make India a single
nation in terms of taxation. Till now, India has had varied taxation rates on different goods/services across states
and hence, MRP of the same product could be different across the country. Also, various states. in order to
encourage manufacturing, were giving tax incentives to set up factories at backward locations — all this is likely to
change with the GST, where most tax incentives will go away and will get replaced by a lower indirect tax rate i.e.
GST. The resultant impact would be that government tax revenues are likely to go up sharply on account of leakages
being plugged. This will certainly go a long way in assisting the government in meeting its fiscal deficit target of 3%
of GDP in the next few years, thereby improving prospects of lower interest rates on a structural basis in the long
term and leading to higher equity valuations.
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Monsoon is turning out to be strong, with most states getting above normal rains at the end of 15t week of August,
2016. The Met department is predicting an above normal monsoon in August and September 2016 as well. July is
the most important month and since, till date, monsoon has turned out to be strong, prospects of a higher agri
output are very bright, thereby having a potential to improve the rural demand environment over the medium term.
The consensus is already building in demand improvement in its projections and hence, it was important that we do
not see a disappointment in earnings on this count.

Government capex is also showing healthy signs of growth across segments ie Roads, Railways, Defence, Irrigation,
Affordable Housing, Urban Infra (Metro). This is likely to drive momentum going forward.

Global demand environment, on the other hand, remains very weak and is reflecting in lower growth in many
businesses we track, that are dependent on exports (both goods and services). This is likely to result in varying
corporate performances going forward and hence, stock selection is likely to be an important driver of returns. We
at Alchemy are focused on domestic oriented businesses and expect earnings growth of our investee companies to
be at 20%+ CAGR over the next few years.

Chandraprakash Padiyar

Portfolio Manager
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DISCLAIMER

General Risk factors

All investment products attract various kinds of risks. Please read the relevant Disclosure Document/ Investment 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.

The services related to Mutual funds, Insurance, Real Estate, Art, Commodity etc. may merely be a referral / advisory services in
nature. Such third party investment products or services do attract the general and specific risk factors unique to those respective
products or services, which would be mentioned by the manufactures of those products in the respective product documentation.
The prospective investors in such third party products are advised to read and understand those risk factors & disclaimers, in
addition to what has been stated herein. Alchemy Capital Management Pvt. Ltd., its Group or affiliates have not verified and do not
take any responsibility for any statements, numbers or claims made, omitted to be made or implied in any documentation,
presentations etc. which have been created by the manufacturers of such third party products or services.

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.
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