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How the Indian Market Fared in 2017?

L)

Indian equity market gave splendid returns in
2017 after two lackluster years. Nifty 50 gave
28.6% return in 2017 compared to mere ~3%
in 2016 and negative return of ~¥4% in 2015.

In 2017, Mid-cap and Small-cap stocks
outshined the Large-cap stocks. BSE Mid-cap
and BSE Small-cap gave magnificent ~48% and
~60% return in 2017 respectively.

In sectors, Reality and Metal outperformed
the other sectors. Nifty Realty and Nifty Metal
gave magnificent return of ~110% and ~48%
in 2017 respectively. Government’s emphasis
on ‘Housing for All by 2022’, RERA and
infrastructure status to reality sector provided
the required revival to the reality sector,
whereas, recovery in the commodity prices
supported the metal sector.

IT and Pharma sectors underperformed in
2017. The pricing pressure and Visa norms in
US put weight on IT companies, while, slow
approvals by USFDA and pricing pressure kept
the Indian pharma companies underneath.
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In 2017 bond investors faced disappointment,
as 10 years government bond vyields rose
fearing rise in inflation and fiscal slippage. In
2017, G-Sec gave negative return of ~0.1% vis-
a-vis 15% in 2016.

In 2017, domestic MF’s net inflow in equity
was highest in a decade. They poured ~31.15
lakh cr in equity in 2017 against ~I47,544cr in
2016. The inflows from domestic MF industry
is expected to continue on the back of strong
MF investments.

Flls net inflows in equity market in 2017 also
surpassed inflows in previous two years. Flls
net inflows in equity market stood at
~Z49,000cr in 2017 compared to ~X15,102cr
in 2016 and ~13,056c¢r in 2015.

Moody’s upgraded India’s Sovereign rating to
Baa2 from Baa3 after a long haul of 13 years
in 2017 on the back of significant reforms and
structural changes.




Market Outlook - 2018
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Economic recovery on the cards: Economic
growth was subdued in 2017 due to the shock
of demonetization and GST transition.
However, in 2018, the economic recovery in
expected to recover, which has already been
factored in the market. Besides, the inflation
and CAD can rise in 2018, and government is
all set to miss the fiscal deficit target for
FY2018. Thus, 2018 will be a challenging year
for investors.

Economic growth to accelerate: GDP growth
is expected to recover in FY19, as the dark
clouds of demonetisation and hiccups of GST
transition fade away.

Earnings growth to improve, but already
factored in: Recovery in economic growth and
commodity prices are favourable tailwinds for
corporate earnings growth. In FY19, the
corporate earnings will grow in mid-teens
after many vyears of single-digit growth.
However, the markets have already factored in
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the recovery in the earnings in the valuations.

Inflation to rise, but within comfort zone: In
last couple of vyears, inflation had fallen
significantly supported by the sharp decline in
crude oil prices, fall in food inflation due to
two good monsoons and efficient food
management by the government. In 2017, the
CPI inflation dropped to 1.2% in June 2017
from 11.5% in November 2013. However, in
the second half of the year, inflation rose
continuously owing to rising commodity
prices.

Portfolio strategy — bottom-up approach:
Since the broader market index and sector
indices have given magnificent returns,
investors should follow bottom-up approach
to select stocks. Besides, investors should also
focus on longevity otherwise they would loose
money to make quick bucks.



Indian Market Performance Review - 2017
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*Nifty figures as on December 29, 2017
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IIFL Stock Recommendations

1 Bombay Stock Exchange Ltd.

2 Federal Bank

3 IFB Industries Ltd.

4 Asian Granito India Ltd.

5 Coromandel International Ltd.

3940

3107.6

31,324

3568.5

3545

Target Price

31,213

135

31,658

3685

3655

29.0%

25.5%

25.0%

21.0%

20.0%

1 Year

1 Year

1 Year

1 Year

*CMP as on January 02, 2018



Bombay Stock Exchange Ltd. (BSE)

CMP: 3940 BUY TP: 31,213 Upside: 29% Tenor: 1 Year

BSE would benefit from increased investor participation in equities as it has a 76% market share
(as of 1HFY18) of mutual fund transactions and 13% market share of equity cash trading. The
AUM of the mutual fund industry stood at 22.8 lakh cr in November 2017, effectively doubling
over last three years. These strong fund flows are likely to persist, as retail interest in equities
remains strong.

SEBI has from October 2018, allowed equity and commodity trading on a single exchange. This is
a boost to BSE, as it removes a regulatory barrier to its entry into commodity trading. This event
has considerable upside allowing it to leverage its existing infrastructure.

BSE also holds 24% stake in CDSL, which is a leading securities depository in the country.

BSE is a way to invest in the growing financialization of the Indian economy and expansion of
domestic capital markets. Hence, we value the stock at 24x FY20E EPS. We recommend BUY with
the 12 months target price of 31,213, implying an upside of 29% from current levels.

Financial Summary

Revenue 762 674 778 815
OPM (%) 45.5 42.8 44.3 43.9
Adj. PAT 242 221 236 272
EPS Growth (%) 34.5 (9.0) 6.8 15.4
ROE (%) 9.3 7.7 7.5 8.6
P/E (x) 20.9 22.9 21.5 18.6
P/B (x) 1.9 1.6 1.6 1.6

*Price and valuation ratios as on January 02, 2018 9
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Federal Bank

CMP: 107.6 BUY TP: 3135 Upside: 25.5% Tenor: 1 Year

* Led by strong branch network & superior CRAR (~14.6%), we expect healthy loan growth of ~26%
loan CAGR oveFY17-20E.

* It has been growing its high rated exposure towards ‘A’ and above rated loans. Further, the bank
has negligible impact of NCLT referred NPA cases. Going forward, management’s focus would be
on containing slippages from its corporate book, reduce its cost of borrowings and also increase
lending towards retail and SME.

* Growth in high quality loans and improving high yielding product share to improve NIMs. We
estimate NIMs to be in the range of 3.1-3.2% over FY17-20E.

* Robust growth in loan book, improvement in margins, moderate credit cost and lower provisions
should support profitability. We estimate 180bps improvement in ROE to 11.6% over FY17-20E.
The stock is available at attractive valuation of ~1.45x FY19E P/BV. We recommend BUY with a

target price of 3135 (1.8x FY20E P/BV).
Financial Summary

Net interest income 3,053 3,592 4,342 5,288
Total operating income 4,135 4,841 5,831 7,061
Pre provision operating profit (PPOP) 1,925 2,307 2,885 3,645
Adj. PAT 831 994 1,268 1,620
EPS () 4.8 5.8 6.5 8.3
ROA (%) 0.8 0.8 0.8 0.8
ROE (%) 9.8 9.4 9.9 11.6
P/BV (x) 2.1 1.7 1.6 1.4

*Price and valuation ratios as on January 02, 2018 10



IFB Industries Ltd. (IFB)

CMP: 31,324 BUY TP: 31,658 Upside: 25% Tenor: 1 Year

IFB is a leading player in front-load washing machines (42-44% market share) and microwave
ovens (20% market share). The company also sells air conditioners (AC) and dryers and plans to
launch refrigerators in Q4FY18. Home appliances contributed 82% to its FY17 sales.

Expansion of distribution network will lead to successful penetration in small towns. This will
result in market share gain, particularly in top-load washing machines (7-8% market share) and
inverter ACs.

Further, doubling of exports (front-load machines) to Panasonic in FY19E and increasing traction
in fine blanking segment (18% of FY17 sales) will lead to 23% sales CAGR over FY17-20E.

Price hike and expected reduction of import content (from ~26% currently to ~13%) through
domestic sourcing in front load machines will result in EBITDA margin expansion of ~390 bps to
9.3% by FY20E, while driving PAT at 57% CAGR (FY17-20E). IFB trades at ~29xFY20E, we
recommend BUY with a target price of 31,658 (36xFY20E), PEG ratio at 0.63 justifies the upside.

Financial Summary

Revenue 1,758 2,198 2,638 3,297
OPM (%) 5.4 8.0 8.3 9.3
Adj. PAT 49 97 128 190
EPS Growth (%) 56.5 97.8 32.2 48.0
ROE (%) 10.5 17.2 18.5 21.5
P/E (x) 111.4 56.3 42.6 28.8
P/B (x) 2.8 2.3 1.9 1.5

*Price and valuation ratios as on January 02, 2018
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Asian Granito India Ltd (AGL)

CMP: 3568.5 BUY TP: J685 Upside: 21% Tenor: 1 Year

* AGL is one of the top three listed ceramic companies in India. It has a total capacity of 1,00,000
sq.m/day. The current capacity utilization of the plants is around 65% which the company
expects to rise to ~“85% by FY20E led by demand recovery, gain in market share from unorganized
players post GST implementation and launch of new innovative products. We expect
consolidated revenues to grow at 11% CAGR over FY17-20E.

* The company expects to raise the contribution from value added and premium segment such as
marble, quartz, glazed vitrified and double charge tiles to 50% by FY21 from 45% in H1 FY18. We
believe this will lead to an expansion of 160bps in operating margin over FY18E-FY20E.

* The company expects to increase retail contribution from 37% of total sales in FY17 to 50% by
FY20. This will lead to a rise in top line and margins, ultimately benefiting the bottom-line. Hence
we expect a PAT CAGR of 25% over FY17-20E.

* We recommend BUY on AGL with target price of 685, valuing the stock at 27x FY20E EPS.

Financial Summary

Revenue 1,066 1,151 1,289 1,457
OPM (%) 11.4 13.0 13.4 13.6
Adj. PAT 39 54 64 76

EPS Growth (%) 61.2 37.4 20.0 17.7
ROE (%) 9.7 12.0 12.8 13.3
P/E (x) 43.7 31.8 26.5 22.5
P/B (x) 4.0 3.6 3.2 2.8

*Price and valuation ratios as on January 02, 2018 12




Coromandel International Ltd. (Coromandel)

CMP: 3545 BUY TP: 655 Upside: 20% Tenor: 1 Year

* Coromandel is a manufacturer of fertilizers, crop protection, speciality nutrients and organic
post. It is 37 largest global player in ‘Mancozeb’ (crop protection segment).

* Mancozeb registered volume growth of ~47% yoy in H1IFY18E. Enhanced capacity of Mancozeb in
Sarigam and Dahej plant leverages company to expand its presence in global markets.

* Coromandel has also signed a term sheet with EID Parry for acquisition of the Bio-Pesticides
business for ¥338cr to expand its crop protection business by April, 2018. Bio-Pesticides business
reported a turnover of 123cr with an operating profit of I24cr in FY17.

* Government focused initiatives on agriculture like Direct Benefit Policy and New Urea Policy
augurs well for the company. Revenue and PAT is expected to grow at CAGR of ~12% and ~28%
respectively over FY17-20E. We recommend buy on the stock with a target price of I655 valuing
fertilizers segment at 9x FY20E EV/EBITDA and crop protection segment at 20x FY20E EV/EBITDA.

Financial Summary

Revenue 10,195 11,461 12,860 14,252
OPM (%) 9.6 10.5 10.9 11.8
Adj. PAT 477 632 795 990
EPS Growth (%) 33.3 32.2 25.9 24.5
ROE (%) 17.3 19.7 20.3 20.6
P/E (x) 19.1 25.2 20.0 16.1
P/B () 3.2 4.5 3.7 3.0

*Price and valuation ratios as on January 02, 2018 13




Mutual Funds

14



Why ELSS is a Better Tax Saving Investment

Key Benefits

= Aninvestor is eligible for tax deduction of up to 1.5 lakh p.a. u/s 80C of the income tax act
1961

=  Save tax and create wealth in the long term

= Long-term capital gain and dividend received are tax-free

= No upfront charge

= Disciplined method of investing and inculcates a habit of saving

= Since it is difficult to invest a lump sum amount in one go, SIP helps a person to invest small
amounts at regular intervals

= S|P payment is auto-debited from your linked bank account every month
=  Lump sum —3500 | Monthly SIP —%500
= Below table exhibits the tax saving by investing 1.5 lakh in ELSS for different tax slabs.

Tax Bracket 5% 20% 30%
Tax Saving 7,725 330,900 46,350

*Includes 3% cess also
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Why ELSS is a Better Tax Saving Investment

Shortest lock-in
period

Creates wealth in
long run

Gives investment
option

Dividends are tax-
free

Tax free capital
gains

Shortest lock-in period of 3 years as compared to other tax saving instrument.

Historically, ELSS has given average return of 12-15% p.a., whereas, other fixed
income instruments have given a return of 8-9% p.a.

ELSS offers two investment options
. Growth option
. Dividend option

Dividends received are tax-free in the hands of the customer right from the
year of investment.

The long-term capital gains from the investment are tax-free.

16



ELSS - Highest Return with Lowest lock-in period
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Recommended ELSS

Below mentioned are best ELSS schemes in the industry as they have given enormous returns in

long-term
ELSS Fund Manager (;Ucl\:; 1Y(%)  3Y (%) 5Y (%)
Aditya Birla SL Tax Relief '96(G) Ajay Garg 4,349 45.2 17.9 22.3
Axis LT Equity Fund(G) Jinesh Gopani 15,408 38.0 13.8 23.1
DSPBR Tax Saver Fund-Reg(G) Rohit Singhania 3,571 37.6 16.9 20.8
IDFC Tax Advt(ELSS) Fund-Reg(G) Daylynn Pinto 798 54.0 18.3 21.9
Reliance Tax Saver (ELSS) Fund(G) Ashwani Kumar 10,157 47.9 14.2 23.0

Returns less than 1 year are absolute; Returns greater than 1 year are CAGR.
Corpus as on: Nov 2017; Returns as on December 29, 2017; Source: ACE MF
Mutual Funds are subjected to market risk. 18



Recommended Mutual Funds —

Scheme Name

Balanced Fund

HDFC Prudence Fund(G)

ICICI Pru Balanced Fund(G)

Large Cap

Aditya Birla SL Top 100 Fund(G)
IIFL India Growth Fund-Reg(G)
Multi-Cap

Aditya Birla SL Equity Fund(G)
Reliance Growth Fund(G)
Mid-Cap

SBI Magnum MidCap Fund-Reg(G)
UTI Mid Cap Fund(G)

Small-Cap

Franklin India Smaller Cos Fund(G)

Reliance Small Cap Fund(G)

Category-wise

Fund Manager

Prashant Jain

Sankaran Naren

Mahesh Patil

Prashasta Seth

Anil Shah

Manish Gunwani

Sohini Andani

Lalit Nambiar

R. Janakiraman

Samir Rachh

36,395
23,954

3,703
415

7,958
7,170

4,081
4,257

7,075
5,664

6 M (%)

10.8
11.0

11.7
12.6

12.4
18.3

13.4
21.7

18.7
28.9

1Y (%)

28.9
25.7

32.0
31.1

34.4
45.8

34.2
42.6

44.5
64.9

3Y (%)

12.2
13.5

12.0
13.4

16.9
17.3

18.0
16.6

20.9
26.3

5Y (%)

16.8
18.6

17.8

21.6

19.3

25.8
26.9

30.1
34.5

Returns less than 1 year are absolute; Returns greater than 1 year are CAGR.

AUM as on: Nov 2017; Returns as on December 29, 2017
Source: ACE MF,
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Recommended Mutual Funds — Category-wise

Scheme Name Fund Manager 6M(%) 1Y(%) 3Y(%) 5Y(%)
ELSS
Aditya Birla SL Tax Relief '96(G) Ajay Garg 4,349 19.2 45.2 17.9 22.3
Reliance Tax Saver (ELSS) Fund(G) Ashwani Kumar 10,157 20.3 47.9 14.2 23.0

Debt Mutual Funds

HDFC Corporate Debt Opportunities Fund-(G) Shobhit Mehrotra 13,674 2.4 6.8 8.9 --
ICICI Pru Income Opportunities Fund(G) Manish Banthia 4,360 1.6 5.5 8.4 8.7
Franklin India ST Income Plan(G) Santosh Kamath 9,218 3.5 8.7 8.7 9.4
UTI Income Opp Fund(G) Ritesh Nambiar 4,078 2.9 7.0 8.7 9.0

Returns less than 1 year are absolute; Returns greater than 1 year are CAGR.
AUM as on: Nov 2017; Returns as on December 29, 2017
Source: ACE MF, 20



Category-wise Return of Mutual Funds

Balanced Funds 1.6 6.5 9.8 25.3 10.9 15.3
ELSS 3.0 10.6 15.1 39.9 14.5 18.8
Large-Cap Equity Funds 2.1 8.3 12.9 34.5 12.2 16.0
Mid-Cap Equity Funds 4.2 13.9 18.6 45.8 18.6 24.8
Multi-Cap Equity Funds 3.0 10.5 15.5 38.5 14.2 18.4
Small-Cap Equity Funds 5.9 18.9 235 59.9 23.7 31.2
S&P BSE SENSEX 2.7 8.9 10.1 27.9 7.4 119
S&P BSE Mid-Cap 5.3 15.5 21.7 48.1 19.8 20.2
S&P BSE Small-Cap 5.5 19.3 24.8 59.6 20.2 21.1
Liquid Funds 0.5 1.6 3.2 6.4 7.3 8.0
Ultra-Short Term Funds 0.3 1.3 3.1 6.5 7.7 8.3
Short-Term Funds 0.0 0.7 2.4 5.9 7.9 8.4
Medium-Term Funds -0.2 0.4 2.0 6.0 8.2 8.6
Long-Term funds -0.5 -0.4 0.7 3.9 7.4 8.0
Gilt Funds -1.1 -1.5 -0.8 2.8 7.9 8.5
MIP 0.2 1.9 3.9 10.2 8.8 10.0
Crisil Liquid Fund Index 0.5 1.6 3.2 6.6 7.5 8.1
Crisil Composite Bond Fund Index -0.5 -0.5 1.0 4.7 8.7 8.8

Returns less than 1 year are absolute; Returns greater than 1 year are CAGR.

Returns as on December 29, 2017

Source: ACE MF 21



Annexure

. Model Portfolios — Equity
. Model Portfolios — Mutual Funds
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Aggressive Model Portfolios — Equity

No. Company Sector Allocation Outlook
Kotak Mahindra Bank Banks 8.0% _ : : _ .
o Banks — o Improving asset quality and recovery in credit growth
bodes well for the banking sector.
Indian Bank Banks 8.0%
Buildi : :
4 Century Plyboards U|Id|r'1g 7 0% Improving thru'st by government on affordable housing to
Material boost company's product demand across its segment.
VA Tech Wabag Infra 7.0% _ _
CESC Infra 9.0% Improylng capex cycle ;.;md government thrust on infrastructure
spending are the key triggers.
L&T Infra 9.0%
rd . . .
8 Cyient T 8.0% Fast(.er growth ex-pected for 3rd party vendors in engineering
services outsourcing space
9 Uijjivan NBFC 7.0%  Recovery in credit growth bodes well for the financial sector.
10 Trent Retail 8.0% Well pc?lsed to tap ret:.sul opportunity due to dominance in
women’s apparel (Westside and Zara)
11 JK Paper pan 9.0% Increasing realizations for the copier paper segment bodes well
for the sector
12 Skipper Power T&D 7 0% Increa'smg spend on intra state transmission lines is expected to
benefit structure players
13 CDSL Service Sector 6.0% Increasing market share in a duopolistic industry.
Total 100%
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Moderate Model Portfolios — Equity

No. Company Sector Allocation Outlook
1 Tata Motors DVR Auto 7% Fxpandlng dlscount. to Ordinary share presents good
investment opportunity
2 SBI Banks 9% Improving asset quality and recovery in credit growth bodes
3 Indian Bank Banks 8% well for the banking sector.
8 @aiuy P il W 7% Improving thru:st by government on affo‘rdable housing to
boost company's product demand across its segment.
5 CESC Infra 8% Improving capex cycle and government thrust on
6 L&T Infra 6% infrastructure spending are the key triggers.
2 1CICI Prudential Life Life Insurance 8% Under penetration of insurance in India to benefit the
sector
8  Varun Beverages EMCG 8% Low per‘ capita soft drmk consgmptlon and increasing
penetration through territory acquisition
9 ONGC OIL 8% Improving Qil Prices and volumes lead to favorable outlook
10 JK Paper Paper 8% Increasing realizations for the copier paper segment bodes
well for the sector
11 Power Grid Power Utilities 7% Rising demand for power and government impetus are
12 REC Power Utilities 8% positives.
13 CDSL Service Sector 8% Increasing market share in a duopolistic industry.
Total 100%
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Conservative Model Portfolios — Equity

No. Company Sector Allocation Outlook
L : . : : :
TSI Sp— EMCG 8% ow per‘ capita soft drlpk consur‘npt.lon and increasing
penetration through territory acquisition
5 Tata Motors DVR Auto 7% !Expandmg discount .to Ordinary share presents good
investment opportunity.
3 Motherson Sumi Auto Ancillaries 8% Inc.:reasmg.wallet share on the back of new products to
drive earnings
4 SBI Banks 8% Improving asset quallty and recovery in credit growth
bodes well for the banking sector.
5 Grasim Industries Diversified 8% Trading at a steeper discount to fair value of its holdings.
6 L&T Infra 9% Improving capex cycle and government thrust on
7 CESC Infra 8% infrastructure spending are the key triggers.
8 Persistent IT 8% ) )
Attractive valuations.
9 L&T Info Tech IT 7%
10 Petronet LNG Oil & Gas 7% Falling gas prices and increase in demand to benefit the
stock.
11 Sun Pharma Pharma 7% Improving product pipeline and new launches to benefit
12 Aurobindo Pharma Pharma 7% the stock.
13 REC Power Utilities 8% Govt. thrust on rural electrification will improve loan
book
Total 100%
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Model Portfolios — Mutual Funds

Allocation Allocation Allocation
Scheme Name Scheme Name
ﬂ- (%) E %) “

I HDFC Medium
Birla SL Equity HDFC Prudence T
1 25% 1 25% erm 9
Fund(G) Fund(G) ° 1 Opportunities AL
Fund(G)
HDFC Mid-Cap ICICI Pru
2 Opportunities 20% 2 Balanced 20% 5 HDFC Prudence 20%
Fund(G) Fund(G) Fund(G)
ICICI Pru Midcap SBI BlueChip ICICI Pru
3 20% 3 25%
Fund(G) ° Fund-Reg(G) ° 3 Balanced 20%
Fund(G)
Birla SL Equity
DSPBR Small and 0 4 15% ,
4 Mid Cap Fund(G) 20% Fund(G) 4 Reliance Growth 20%
Fund(G)
Franklin India HDFC Mid-Cap
5 Smaller Cos 15% > Opportunities 15% 5 5B BlueChip 20%
Fund(G) Fund(G) Fund-Reg(G)
Total 100% Total 100% Total 100%
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Disclosure

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

Nothing in this document constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to the investor's
specific circumstances. The details included are 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.

Investors should consult their financial advisers if in doubt about whether the product is suitable for them. The fund may or may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs. This document may not be taken in substitution for the exercise of
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