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Economy News

B Retail inflation hit a record low of 2.18% in May, mainly as food inflation
touched a fresh low of -1.05%, partly reflecting the crash in prices of farm
items following a good harvest. (Financial Express)

B Industrial output in the country rose by 3.1 per cent in April from a year
earlier, mainly due to an increase in electricity generation and mining. (BS)

B Piyush Goyal, Minister of State for Power, Coal, New and Renewable
Energy and Mines, said that the Centre is close to finding a solution to
tackle the problem of financially stressed assets in the power sector, with
focus likely on cases where no significant irregularities are detected or
where the promoters are not found to be wilful defaulters. (Indian
Express)

B Oil marketing companies (OMCs) maintain that daily petrol and diesel
retail price revision will result in better management of inventories. The
dealers are set to meet the OMC representatives on Tuesday to put
forward their concerns regarding inventory losses which have been
ignored. (Financial Express)

Corporate News

B The board of directors of Reliance General Insurance Company Ltd (RGI), a
100 per cent subsidiary of Reliance Capital, has approved a proposal to
independently list the company on the stock exchanges. (ET)

B Reliance Jio wants lower fees to help telecom sector to thrive. The
suggestion was made by Jio in its presentation before a government-
appointed inter-ministerial group (IMG) that started meeting different
sets of operators to assess the problems in the telecom sector. (Financial
express)

B Tata Motors-owned Jaguar Land Rover (JLR) has invested $25 million
(mn) in Lyft, a US ride-hailing company. The idea is a partnership to
include the development and testing of autonomous cars. (BS)

B Sagar Cement is expecting around 18 per cent jump in its production to
2.6 million tonnes in FY 2017-18. The company is also targeting an overall
market growth of 10 per cent on consolidated basis from its captive
market spread between South Maharashtra and Odisha. (ET)

B PFC Corp has got the government approval for issuing bonds,
redeemable after three year and eligible for exemption from capital gains
tax. (ET)

B Federal Bank expects loan growth of 18-20% this fiscal. It is confident of
being ahead of the curve in handling non-performing assets (NPAs) and
achieving credit growth in the coming quarters. Federal Bank's asset
quality improved in the fourth quarter of last fiscal with slippages at Rs
2.4 Bn - the lowest in the last seven quarters. (BL)

B Strides Shasun has received the US health regulator's nod for
Amantadine Hydrochloride tablets, used in the treatment of Parkinson's
disease and Shingles to reduce pain. (BL)

B Axis Bank has informed the exchanges that it proposes to raise Rs 50 Bn.
The bank will issue unsecured redeemable non-convertible subordinated
debentures (Basel-ll compliant Tier 2 debentures) of face value Rs 10 lakh
each for cash at par aggregating to Rs 50 Bn. (BL)

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express,
BL = Business Line, Tol: Times of India, BSE = Bombay Stock Exchange
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Summary table

(Rs mn) FY17 FY18E FY19E
Sales 10,174 12,091 14,184
Growth (%) 3.1 18.8 17.3
EBITDA 1,174 1,472 1,776
EBITDA margin (%) 11.5 12.2 12.5
PBT 455 952 1,309
Adjusted Net profit 471 667 916
Adjusted EPS (Rs)  35.8 50.7 69.6
Growth (%) (25.2) 41.6 37.5
CEPS (Rs) 54.8 82.1 103.0
Book value/share 3217 362.7 4226
Dividend/share (Rs) 8.0 8.0 8.0
ROE (%) 13.5 14.8 17.7
ROCE (%) 15.2 17.8 22.2
Net cash (debt) (1,608) 166 581
Net Work Cap (Days) 20 18 18
VALUATION PARAMETERS

P/E (x) 24.2 171 12.4
P/BV (x) 2.7 2.4 2.0
EV/Sales (x) 1.2 0.9 0.8
EV/EBITDA (x) 10.4 7.6 6.1

Source: Company, Kotak Securities -

vate Client Research

Pri-

FIEM Inpustries Lo (FIEM)

Price: Rs.865
TARGET Price: Rs.1,254

RecommenpATiON: BUY
FY19E P/E: 12.4x

FIEM's performance iS expected to improve in FY18 on the back of
expected healthy two wheeler industry growth and strong performance
by FIEM's key clients. In the auto business (accounted for 94% of FIEM's
FY17 revenues), we expect strong revenue growth over FY17-FY19E.
Domestic two wheeler industry has shown initial signs of strong growth
in FY18. FIEM's top two clients - Honda Motorcycle India Limited (HMSI)
and TVS Motors - have reported robust volume growth in April/May 2017
and that augurs positively for FIEM. LED business (6% of FIEM's FY17
revenues) performance is expected to remain weak in the near to medium
term. EBITDA margin is expected to witness gradual improvement in FY18/
FY19. We retain BUY on the stock with unchanged price target of Rs1,254.

Expect healthy volume growth for two wheeler industry over FY17-
FY19E

Domestic two wheeler industry volume CAGR has been in mid-single digit in the
past five years, lower than past 10 year average volume CAGR of ~10%. In
FYTH17, two wheeler demand did show some signs of healthy recovery, but de-
monetization significantly impacted demand in 2HFY17, thereby impacting full
year growth.

We expect the two wheeler demand to grown at a healthy rate in FY18. In April
/ May 2017 volume growth has been healthy at 10%. We expect volume growth
to accelerate in 2HFY18 - partly due to low base. Deferment of demand due to
demonetization will also give fillip to growth in FY18.

Rural demand will receive boost from expected good monsoon this year. In the
urban areas, strong demand for scooters and premium motorcycle will drive
growth.

With ~80% of overall revenue exposed to two wheeler OEM's, FIEM remains a
big beneficiary of expected volume growth in the two wheeler segment.

FIEM's customers to outperform industry growth

HMSI and TVSM are FIEM's top two customers - accounting for ~70% of FIEM's
auto segment revenues. We expect both - HMSI and TVSM's volume growth in
FY18 to be ahead of the industry.

In first two months of FY17, HMSI and TVSM has reported volume growth of
29% and 12% respectively. In FY18, HMSI is aiming for volume growth of 20%.
TVSM is also focused on market share gain.

Even other smaller customers for FIEM, like Suzuki Motorcycle, Royal Enfield and
India Yamaha have reported better than industry growth in the first two months
of FY17.

We thereby expect FIEM's revenue growth in the auto segment to remain robust
and ahead of industry growth.

Kotak Securities - Private Client Research
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We recommend BUY on FIEM
Industries Ltd with a price target
of Rs.1,254

LED business to stay weak in the near to medium term

FIEM's LED business has been weak in the past two quarters - impacted by steep
fall in LED prices. Given significantly low prices, FIEM has in recent times, re-
frained from participating in ESSL contacts.

In the near term, we expect LED revenues for FIEM to remain low as LED prices
will likely take some time to improve from existing low levels.

LED sales for the company, in the near to medium term, will come from non-
government institutional orders, IPIS (integrated passenger information system)
and retail sales (JV with Su-Kam Power Systems).

FIEM has also signed an MOU with M/S VKL Holding Co. SPC (in Bahrain) to look
into various possibilities related to manufacturing and marketing LED bulbs in
Bahrain and GCC member countries. This arrangement is at nascent stage and
will take time to contribute towards revenues.

4QFY17 was a weak quarter; expect gradual improvement going
forward

FIEM reported weak 4QFY17 results. Company's performance during the quarter
was impacted by weak performance in the LED segment. Lower LED prices on
government contract and Rs23mn after sales return impacted FIEM's LED seg-
ment performance. In the auto segment, performance was relatively better as
the two wheeler industry was continued to recover from demonetization impact.
EBITDA margin was impacted by low margins from LED business (on falling LED
prices). Company also reported one-time exceptional loss of Rs142mn related to
discontinuation of comprehensive maintenance contract by ESSL.

In FY18, we expect gradual improvement in company's performance. In THFY18,
growth in the auto segment is expected to be positive, but LED segment rev-
enues are likely to stay under pressure. Further, the company is expected to
book Rs31mn as after sales return in FY18.

In 2HFY18, we expect YoY growth to improve substantially - partly due to ex-
pected robust demand in two wheeler segment and low base. In the LED seg-
ment too, we expect gradual improvement in performance (QoQ) for the com-

pany.

Valuation
At the CMP of Rs865, the stock trades at a PE of 17.1x on FY18E and 12.4x on
FY19E earnings.

We retain BUY on the stock with unchanged price target of Rs1,254. We value
the stock at stock at 18x FY19E earnings.

Kotak Securities - Private Client Research
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SeEcTOR UPDATE: STEEL

Exports continue to remain strong

As per JPC provisional data, domestic steel demand grew by a mere 1.1%
YoY in the month of May 2017 to 7.49T and for YTDFY 18 the steel demand
grew by 4.2% YoY to 13.79MT. In a subdued domestic demand
environment, steel producers continued to maintain supply by focusing on
export markets. Domestic steel prices continued to remain higher,
compared to global prices, due to anti-dumping duty. However, weakness
in global steel prices continues to be key headwind for the steel exports
from India, as margins get impacted. We believe that, given the weak
domestic demand, the steel prices in the domestic market are not
sustainable and hence, steel producers have revised prices downwards in
1QFY18. Secondly, with GST roll out round the corner, dealers would be
more focused on inventory liquidation, which would also put pressure on
steel prices. With monsoon round the corner and 2QFY18 seasonally a
weak quarter, we believe steel demand would be under pressure and so
would be the prices. Going ahead, we believe that, subdued demand and
risk of fall in international steel prices will restrict further hike in steel
prices in the domestic market. We believe that, the current valuation of
steel companies factor in the majority of the positive development and
hence we continue to maintain our cautious stance on the ferrous space.

Steel exports continue to surge

Production during the month grew by 7.1% YoY to 9.07MT (up 7.5% MoM). For
YTDFY 18 steel production stood at 17.55MT (up 6.7% YoY). Imports during the
year declined by 11.4% YoY to 1.06MT. For the month of May 2017, imports
stood at 558KT (up 10.7% MoM). Exports during the month grew 69.5% YoY to
641KT. Increase in exports during Apr-May 2017 was on account of higher global
steel prices. However, with the weakness in steel prices globally, we believe ex-
ports volume will get capped at current levels. Steel prices globally fell in the
month of May 2017, largely attributed to the fall in raw material prices and
oversupply. Steel imports accounted for 7.5% of domestic steel demand.

Inventory liquidation to restrict steel prices

For YTDFY18, domestic steel production has grown 6.7% YoY to 17.55MT. But
due to muted demand, it resulted in a 3.76MT increase in domestic inventory
during the year, which is equivalent to 15 days’ domestic sales. Given the GST
roll out, we expect inventory in the system to come down, as dealer would be
focusing on reducing higher inventory levels in the near term.

Fall in raw material prices augur well for the industry

The Iron ore price, both 62% and 58% grade fell, yet again by 19% and 12%
MoM to US$56/tonne and US$42/tonne respectively. Iron ore inventory at Chi-
nese port is at a record high in last five years at 127 mt. Going ahead, we be-
lieve that, a sharp fall in iron ore prices recently, coupled with increasing supply
from global miners, would continue to keep iron ore prices under pressure. Min-
ers such as Rio Tinto, BHP, to name a few would continue to remain profitable
below US$50/tonne as well, due to low cost of operations. On the other hand,
Coking coal prices, as expected, fell down post subsiding of the cyclone Debbie
in Australia and stood at US$149.5 (-39% MoM). Fall in raw material prices in
the recent past and rising supply led to fall in global steel prices. Besides this,
subdued fixed asset investment will keep the steel demand under pressure.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has
been prepared by the Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary
with the views, estimates, rating, target price of the Institutional Equities Research Group of Kotak Securities Limited.
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Outlook

We are of the view that the fall in raw material prices bodes well for the indus-
try, but for the steel prices to sustain over the medium to long term, steel de-
mand needs to improve. However, in the near term, we are of the view that
weak demand and fall in raw material prices would keep steel prices under
check. An execution of India first policy, will give a big boost to domestic steel
demand, as it has ejected Chinese companies from pipeline project, worth Rs30
bn built by GAIL India. Besides these, as per steel ministry all tenders from cen-
tral and state governments as well as state firms, where the project is worth
more than Rs500 mn, preference will be given to domestic companies unless the
quality or quantity is not locally available, or if there is a 15% value addition in
India. The steps are in the right direction, to revive domestic demand over the
medium to long term. As in FY17, for FY18 also we expect growth in steel com-
panies to be largely led by volume and sustainability of the steel prices would be
the key thing to watch out. For 1QFY18, we expect EBITDA margin of domestic
steel producers to decline sequentially, due to lag impact of coking coal cost.

However, over the long run, improvement in the demand and reduction in the
global oversupply are the key for the prices to sustain. As we believe that cur-
rent valuations factor in the majority of the positive developments, we continue
to maintain our cautious stance on the steel sector.

Monthly Steel Data* Year to Date
(‘000 T) May-17 May-16 % YoY Apr-17 % MoM (‘000 T) FY18 FY17 % YoY
PProduction 9,066 8,468 71 8,430 7.5 Production 17,546 16,438 6.7
Imports 558 545 504 Imports 1,062 1,199 (11.4)
Exports 641 378 747 Exports 1,387 688 101.6
Real Consumption 7,491 7,409 1.1 6,015 245 Real Consumption 13,785 13,235 4.2
Source: JPC
Monthly Production Trend (‘000 tonnes) Monthly Consumption Trend (000 tonnes)
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Increase/Decrease in Inventory (‘000 tonnes) Monthly Export-import Trend (‘000 tonnes)
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Bulk deals Trade details of bulk deals
Date  Scrip name Name of client Buy/ Quantity Avg.
Sell of shares price
(Rs)
12-Jun  ATISHAY BALRAM CHAINRAI B 490,000 129.74
12-Jun  EQUITAS RIMCO INDIA LIMITED B 5,000,000 168.99
12-Jun  EQUITAS CREATION INVEST EQUITAS HOLD LLC S 5,000,000 169
12-Jun  MEERA MACRO COMMODEAL PRIVATE LIMITED S 114,000 36
12-Jun  MEERA MIKER FINANCIAL CONSULTANTS P LTD B 117,000 35.96
12-Jun  RAIREKMOH EXIM SCRIPS CONSULTANTS PVT LTD S 80,000 90.5
12-Jun  SINCLAIR XANDER INVESTMENT HOLDING X LTD S 319,234 326.39
12-Jun  SINCLAIR ADITYA DEORAH B 28,000 315
12-Jun  SINCLAIR OUSEPH VAREEDVELIYATH B 33,000 333.45
12-Jun  SUYOG LTS INVESTMENT FUND LTD S 63,200 390
12-Jun  VISHALBL HEM INSURANCE BROKERS LIMITED S 30,000 30.3
12-Jun  WELENT INSIGHT SOLUTIONS LIMITED - DR S 4,300,000 90.1
12-Jun  WELENT PANNA LAL C KOTHARI HUF B 800,000 90.05
Source: BSE
Gainers & Losers Nifty Gainers & Losers
Price (Rs) chg (%) Index points Volume (mn)
Gainers
TECH MAHINDR 397.3 2.7 (0.0) 2.89
INFOSYS LTD 963.9 1.6 (0.0) 43
SUN PHARMA 532.6 1.5 (0.0) 7.63
Losers
BANK OF BARO 168.05 (3.3) (0.0) 10.78
TATA MOTORS 283.15 2.7) (0.0) 1.2
LARSEN & TOU 1736.6 (2.3) (0.0) 2.71

Source: Bloomberg
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RATING SCALE
Definitions of ratings

BUY —  We expect the stock to deliver more than 12% returns over the next 9 months

ACCUMULATE - We expect the stock to deliver 5% - 12% returns over the next 9 months

REDUCE —  We expect the stock to deliver 0% - 5% returns over the next 9 months

SELL - We expect the stock to deliver negative returns over the next 9 months

NR - Nolt Rated. Kotak Securities is not assigning any rating or price target to the stock. The report has been prepared for information purposes
only.

RS — Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there is not a suffi-

cient fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target.
The previous investment rating and price target, if any, are no longer in effect for this stock and should not be relied upon.

NA — Not Available or Not Applicable. The information is not available for display or is not applicable
NM — Not Meaningful. The information is not meaningful and is therefore excluded.
NOTE — Our target prices are with a 9-month perspective. Returns stated in the rating scale are our internal benchmark.
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Disclosure/Disclaimer

Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and
distribution house.

Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE),
Metropolitan Stock Exchange of India Limited (MSEI). Our businesses include stock broking, services rendered in connection with distribution of primary
market issues and financial products like mutual funds and fixed deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited
(CDSL). Kotak Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual
Life Insurance Limited and is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst
under SEBI (Research Analyst) Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last
five years. However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/
deficiency letters/ or levied minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange
/ SEBI or any other authorities; nor has our certificate of registration been cancelled by SEBI at any point of time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other
person. Persons into whose possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed
as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general
information of clients of Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives,
financial situations, or needs of individual clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness
cannot be guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The
recipients of this material should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this
material may go up or down. Past performance is not a guide for future performance. Certain transactions -including those involving futures, options and
other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis
centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as such, may not match
with a report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the
information discussed in this material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others
are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment
businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the
Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target
price of the Institutional Equities Research Group of Kotak Securities Limited.

We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or
short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities
and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or
act as advisor or lender / borrower to such company (ies) or have other potential/material conflict of interest with respect to any recommendation and related
information and opinions at the time of publication of Research Report or at the time of public appearance. Kotak Securities Limited (KSL) may have
proprietary long/short position in the above mentioned scrip(s) and therefore may be considered as interested. The views provided herein are general in
nature and does not consider risk appetite or investment objective of particular investor; readers are requested to take independent professional advice
before investing. This should not be construed as invitation or solicitation to do business with KSL. Kotak Securities Limited is also a Portfolio Manager.
Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly PMS may have positions contrary to the
PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or
business group in any manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk
return profile and take professional advice before investing.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or
companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this report.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.

Details of Associates are available on our website ie www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in
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