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Cooling off commodity prices provide comfort amid
marginal decline in earnings post Q1; remain positive

The recent cool off in key commodity prices viz. metals, crude among others
comes as a breather for global equity markets, which are currently wary of
ongoing geopolitical issues and interest rate hikes by central banks to control
inflation. Management commentary is upbeat on demand prospects and
recovery in margin profile amid muted corporate earnings for Q1FY23, which
witnessed low single digit QoQ growth in topline and double digit bottomline
decline with pressure on gross margins. Nifty EPS for Q1FY23 came in at
~¥ 177/share, down 14% QoQ. Major disappointment came in from the oil &
gas sector wherein marketing margins came in lower than estimated.
However, capital goods, metals & mining and pharma space surprised on the
positive side. Domestically, with a capex cycle revival on the anvil (public +
private) coupled with strong consumer demand across most categories
(passenger vehicles, retail, etc), Indian markets witnessed a smart recovery
and were up ~18% from recent lows. We remain constructive on the overall
markets and believe the present market offers an attractive risk-reward play
to build a long term portfolio of quality companies, which have lean balance
sheets, are capital efficient in nature and have growth longevity.

Exhibit 1: Nifty and Sensex targets

Revised Sensex & Nifty Target (Rolling 12 Months')
Earning Estimates FY21 FY22 FY23E FY24E

Nifty EPS (¥/share) 515 720 785 925

Growth (% YoY) 17.1% 39.8% 9.0% 17.8%
Earnings CAGR over FY21-24E 21.5%
Earnings CAGR over FY22-24E 13.3%
Target P/E Multiple on FY24E EPS 21.0
Nifty Target (using FY24E EPS) 19,425
Corresponding Sensex Target 64,700

Source: ICICI Direct Research

Incorporating revised PAT estimates post Q1FY23, our forward estimates
witness a decline of ~2%. Over FY22-24E, albeit on a high base, Nifty
earnings are seen growing at a CAGR of 13.3%. We now value the Nifty at
19,425 i.e. 21x PE on FY24E EPS of ¥ 925 wherein we marginally increase our
PE multiple to 21x vs. 20x earlier tracking cool off in commodity prices and
consequent positive impact on inflation and resultant modest rate hike
velocity by central banks vs. the aggressive stance depicted earlier.

Sectoral earnings

Incorporating Q1FY23 results, single digit downgrades were seen across
most sectors with upgrades visible only in the auto, FMCG and pharma space.

Exhibit 2: Sectoral EPS (%/share)

Sectoral 0ld EPS New EPS Avg Change
¥/share Weight (%) FY22 FY23E FY24E FY22 FY23E FY24E (%)
BFSI 36.0% 236 288 346 236 283 338 -1.4%
T 15.2% 95 109 123 95 104 119 -2.6%
Oil and Gas 13.3% 107 137 138 107 112 132 -1.4%
FMCG 8.7% 37 42 46 37 42 48 1.9%
Capital Goods 2.9% 17 22 27 17 22 27 0.8%
Auto 5.8% 29 36 52 29 46 56 11.5%
Metals and Mining 3.3% 110 84 80 110 78 80 -2.4%
Power 2.0% 36 34 37 36 34 37 0.1%
Telecom 2.2% 4 15 21 4 1 20 -8.8%
Pharma 3.8% 19 22 26 19 23 26 1.5%
Others 6.8% 29 32 38 29 30 40 0.1%
Aggregate 100% 120 820 935 120 785 925 -1.8%

Source: ICICI Direct Research
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Nifty Sectoral Weights*

Weight Weight Change
Sectors (May zogg) (Aug 2022) (bpgs)
BFSI 35.7% 36.0% 33
IT 15.8% 15.2% -60
0il and Gas 14.0% 13.3% -14
FMCG 8.4% 8.7% 25
Capital Goods 2.7% 2.9% 21
Auto 5.5% 5.8% 32
Metals and Mining 3.2% 3.3% 12
Power 2.0% 2.0% -5
Telecom 2.3% 2.2% -8
Pharma 3.9% 3.8% -9
Others 6.5% 6.8% 32
Total 100% 100%

*Index weights are dynamic in nature consequent to
market price movement & susceptible to change.

® (lobal
volatility over ongoing geopolitical issues and

& domestic markets witnessing

interest rate hike by key central banks. RBI
increased the repo rate by another 50 bps to
5.4% in August 2022 with total rate hike
pegged at 140 bps in the current upcycle

®  On the economic parameters front, data points
are encouraging in terms of GST collection, PV
sales order-book and e-way bill generation
(four-months high of 7.6 crore in July 2022)

® Monthly GST collection came in at a three
month high of ¥ 1.5 lakh crore for July 2022 vs.
% 1.45 lakh crore in June 2022 & ¥ 1.41 lakh
crore in May 2021

® ncorporating the revised estimates, our Nifty
earnings undergo a small downward revision
of ~2%. We now value the Nifty at 19,425 i.e.
21x PE on FY24E EPS of ¥ 925/share vs. 20x
PE earlier taking some comfort from recent
cool-off in commaodity prices. Corresponding
target for the Sensex is at 64,700. These are
our rolling 12 months’ index target

® As structural bets, we like capex linked capital
goods, domestic consumption plays including
domestic

autos and PLI  oriented

manufacturing play
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
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ANALYST CERTIFICATION

I/We, Pankaj Pandey, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities.
We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not
received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr jati p d herein.

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

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is 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. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions exp d in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or us:

would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in a
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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