Research CRISIL

An S&P Global Company

Press Release
September 27, 2018 | Mumbai

Q2 corporate revenue growth to nearly double YoY to 12.1%

Sans steel, operating margin seen down 70 bps, underscoring rising cost pressures

Revenues of corporates are expected to log a robust 12.1% on-year growth in the second quarter of fiscal 2019,
or nearly twice the 6.4% growth in the corresponding quarter of last fiscal, because of low-base effect and higher
realisation for steel makers.

On the flipside, cost pressures are clearly rising. To be sure, aggregate operating margins would be up 5-10 basis
points (bps) in the second quarter, but this would be primarily because of the performance of steel makers. Shorn
of steel, that number would be plunging ~70 bps. And if cost pressures continue to rise, the gradual ascent in
operating margins seen from the fourth quarter of last fiscal could reverse (see Annexure).

The forecast is based on CRISIL Research’s analysis of 365 companies (excluding those from the banking,
financial services and insurance, and oil sectors), which account for ~65% of the market capitalisation of the
National Stock Exchange.

Says Prasad Koparkar, Senior Director, CRISIL Research, “Demand recovery is expected to be driven by
discretionary, consumption-led sectors such as airline services, automobiles, fast-moving consumer
goods (FMCG) and retail. While automobiles are expected to see an 4% growth in sales, airline services
should see passenger traffic rise 16% on-year.”

Retail, FMCG and automobiles will benefit from the low-base effect caused by the rollout of the Goods and
Services Tax in the second quarter of fiscal 2018. Makers of steel and aluminum, and coal miners will benefit
from improved sales realisation, while cement manufacturers will be helped by higher volumes. Investment-linked
sectors such as housing and capital goods have also been supportive because of public spending.

Higher crude oil prices and falling rupee are also skewing the input cost math for companies. Crude oil is up
~45% on-year in the second quarter, while the rupee, which had depreciated 4% in the first quarter, has lost ~9%
more in the second.

Says Rahul Prithiani, Director, CRISIL Research, “Oil and rupee will impact the cost structures of most
sectors. Additionally, domestic prices of coal, long steel, flat steel and aluminium are expected to rise
15%, 14%, 17% and 12%, respectively, on-year. That would add to the cost pressure for end-use sectors.”

Airlines, automobiles, aluminium and cement will be the sectors bearing the brunt of rising cost of raw materials.
However, margins for steel are expected to improve significantly due to an uptick in realisations. Conversely, the
rupee’s fall will prop revenue growth for export-linked sectors, especially IT and pharmaceuticals.
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Annexure: key charts

Revenue: Pick-up in demand, low-base effect mean robust growth should continue
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Note: Graph depicts revenue percentage growth y-o0-y of 365 companies for the past 8 quarters

Source: CRISIL Research

Operating margin: Higher realisation in steel lends buoy; ex-steel, it would be negative
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Cost: Rising prices of key commodities is creating pressure
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Note: Graph depicts percentage change in commodity prices y-o-y

Source: CRISIL Research

Rupee depreciation: adding to cost pressure, but beneficial to export-linked sectors
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Note: Graph depicts average value of INR against the dollar on a quarterly basis; Q2 FY19 estimate based on actuals till 25th Sept 2018.
Source: FPIL, CRISIL Research
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture
of innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.
It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide. For more information, visit www.crisil.com

Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals
on a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry
research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our
network of more than 5,000 primary sources, including industry experts, industry associations and trade channels. We play a
key role in India's fixed income markets. We are the largest provider of valuation of fixed income securities to the mutual fund,
insurance and banking industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual
fund and life insurance industries. We pioneered independent equity research in India, and are today the country's largest
independent equity research house. Our defining trait is the ability to convert information and data into expert judgements and
forecasts with complete objectivity. We leverage our deep understanding of the macro-economy and our extensive sector
coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises economists, sector
experts, company analysts and information management specialists

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and
service your account and to provide you with additional information from CRISIL. For further information on CRISIL's privacy policy please
visit www.crisil.com.

Disclaimer

This press release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The press release
may be used by you in full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone
has the sole right of distribution of its press releases for consideration or otherwise through any media including websites, portals etc.

CRISIL has taken due care and caution in preparing this press release. Information has been obtained by CRISIL from sources which it
considers reliable. However, CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this press release
is based and is not responsible for any errors or omissions or for the results obtained from the use of this press release. CRISIL, especially
states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this press release.
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