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EQUITY OUTLOOK
FY24: A Quiet Year

Analysis of key numbers for FY24 gives us some comfort on the broader markets. Valuations have meaningfully
corrected and should be supportive. The earnings outlook also remains positive with consensus estimates
indicating a broad-based recovery in FY24. The worries are that the macro could disappoint, triggering further
downgrades. We believe that FY24 should provide modest, below-trend returns but the downside risks are also
compressed. Sector rotation will continue, in our view, and valuations will be as important a determinant of
stock returns and core fundamentals.

Equity Markets in Mar-23

Performance (%)

Mar-23 M 3M 6M 1y
Major Indian Indices
Sensex 58,992 0.0% -3.0% 2.7% 0.7%
Nifty 17,360 0.3% -4.1% 1.6% -0.6%
CNX-100 17,186 0.6% -5.9% -1.4% -2.7%
CNX-500 14,558 0.3% -5.8% -1.8% -2.3%
Mid-cap and Small-cap Indices
BSE Mid-cap 24,066 -0.4% -4.9% -3.2% -0.2%
BSE Small-cap 26,957 -1.4% -6.8% -5.3% -4.5%
CNX Mid-cap 30,035 -0.3% -4.7% -2.1% 1.2%
CNX Small-cap 8,995 -1.8% -7.6% -4.7% -13.8%

Source: NSE, BSE

Performance (%)

Mar-23 1M 3M 6M 1Y
NSE sector Indices
CNX Bank 40,609 0.8% -5.5% 5.1% 11.6%
CNX Auto 12,244 -3.8% -2.9% -3.6% 16.0%
CNX Realty 387 -1.5% -10.3% -8.6% -16.4%
CNX Infrastructure 5,091 1.5% -3.1% 2.7% 1.4%
CNX Energy 22,814 5.2% -11.8% -10.8% -11.6%
CNX FMCG 45,905 2.1% 3.9% 3.4% 26.5%
CNX Pharma 12,017 2.3% -4.6% -7.4% -11.5%
CNXIT 28,699 -3.3% 0.3% 6.4% -21.0%

Source: NSE, BSE
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Valuations

Valuations have meaningfully corrected and are now at 17.6x 1yf (as of 5 Apr 23) vs the peak of 22.5x in Oct-21. This
is somewhat coloured by elevated consensus forecasts for FY24 (15% EPSg) but we believe that margin recovery still
makes this an achievable target. To put it in context, as of 5-Apr- 23, Nifty PER is below the 3-year, 5-year and 10-
year average. The attractive valuations imply that the downside for the broader market is limited from this level; the
upside would be driven by earnings resilience and the trend in global and domestic monetary conditions.

25 Nifty 1yr fwd P/E 20.0
5-Apr-23
[a'
20 w 190
E
£ 180
15 —
£
= 170
10 T T T T T T T T T T 1
2 %42 5838¢384§g§g w0
:% <<E3. &3. :% :: <Ef :% :% :: g_ :.(_ 05-Apr-23  3yravg Syravg  10yravg

Source: Ambit Capital Research, Bloomberg, Alchemy Capital

Earnings Troughing Out

FY23 earnings were disappointing. A 5.8% downgrade over a 12m period resulted in EPSg being pushed into
single digits at 9.8%. Almost all the growth came from BFSI: ex-financials, the EPS was flat (+0.8% y/y). The
major culprit was cost-led margins as commodity prices played havoc with manufacturer margins as the
ferocity of the move, after the Ukraine war broke out, left producers little headroom to pass on the increased

costs. This is still a consensus forecast and we shall know more about the outcome in the ensuing earnings
season.
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The key to FY24 earnings recovery could be margins. We believe EBITDA margins should start to recover on
the back of steady commodity prices, price hikes by producers and operating leverage — consensus is
building that in. The risks, if any, are on topline growth. A high base and slowing demand are likely to drive
slower revenue growth — some of that is built in to FY24 consensus estimates but there is some downside

risk to that.
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- The other positive is that earnings growth should be more broad-based. As discussed earlier, financials
accounted for almost the entire EPSg for FY23. The growth is expected to be more well-distributed in FY24, with
meaningful contributions from IT, Autos and Energy.

FY24E EPS growth Sectoral contribution
BFSI 15% 33%
IT 15% 10%
Consumer 14% 5%
Oil & Gas 19% 15%
Auto / Auto Anc 64% 14%
E&C / Infra / Cap. Goods 27% 5%
Metals & Mining 14% 6%
Pharma 14% 2%
Telecom 65% 4%
Utilities 9% 2%
Cement 28% 2%
Retail 17% 0%
Healthcare 45% 0%
Chemicals 19% 1%

Source: Ambit Capital Research, Bloomberg, Alchemy Capital

- The FY23 experience, however, keeps us on our toes. The double-digit EPSg expectations at the beginning of
FY23 quickly faded into sustained downgrades are now at 9.8% y/y (as of 5-Apr-23). We do not expect such
significant downgrades for FY24 but do see a couple of key risks. First, consumption is expected to slow on the
back of a base effect and higher interest rates. Second, margin recovery is dependent on companies exercising
pricing power and that may get spread out over a longer period than envisaged. Our base case, however, is that
consensus earnings hold up, but we will monitor the risks.

Longer-Term Outlook

- We believe that FY23/FY24 are speed-breakers in a positive medium-term India story. The key drivers of India’s
medium term growth potential: positive demographics, economic reform, rapid digitisation, and the recovery in
manufacturing remain intact and the cyclical slowdown does not negatively impact that. This, in our view,
impacts the markets in two ways. First, it will keep valuations elevated as the premium for long-term potential
remains sticky. Second, we believe it strengthens the case for holding quality companies as they are in a better
position to weather the downturn and capitalise on the recovery when it happens.

Read our detailed blog on India’s long-term potential from Aug-22.

www.alchemycapital.com
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Broader Market Theme: Quality + Valuations

We see three broad themes for FY24:

e Quality stocks would continue to be the focus. In a period of elevated global uncertainty, high commodity prices
and tight monetary conditions, low-quality companies become more vulnerable and present asymmetric risk-
reward risk (negatively). After a brief spell of underperformance in 2HCY22, we see quality ruling the markets in the
coming year.

* Valuations, however, will be key to picking winners. Fundamentals and quality act as great filters, but stock
performance is being increasingly driven by valuations. We are seeing an intensifying trend where richly valued
stocks are struggling to outperform, and relatively cheaper stocks are doing better.

* Sector rotation is likely to continue. As the broader market may not show clear trends, investors are likely to keep
shifting between sectors, driven by relative valuations and short-term fundamental outlook. Investors with
relatively longer-term horizons, we believe, will have to adapt. On the one hand, following short term trends is
likely. On the other hand, ignoring relative valuations can lead to underperformance. The truth, as always, will be in
the middle.

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.

Interviews:

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

. Mr. Seshadri Sen in an interaction with ET Now Swadesh: Watch the video
. Mr. Alok Agarwal in an interaction with MintGenie: Read the article

www.alchemycapital.com
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https://www.youtube.com/watch?v=WYCJPzSOtIs
https://mintgenie.livemint.com/news/markets/it-s-a-buy-on-dips-market-new-age-tech-firms-may-find-a-place-in-most-portfolios-says-alok-agarwal-of-alchemy-capital-151680076610220
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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.: INPOO0000365
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