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Q2FY20 Quarterly Results Review: Tax cuts support PAT; downgrades continue

Corporate profitability in the second quarter of FY20 looks good optically, helped by the cut in corporate tax,
even as operational performance has weakened further—a reflection of an adverse demand environment.
Aggregate net sales for the Nifty 50/Nifty 500 companies declined by 1.1%/2.6% YoY in Q2FY20—the first decline
in 15 quarters, led by Consumer Discretionary (weak auto sales) and Commodity sectors (lower realisations).
However, adjusted PAT* grew at a strong 20.8%/18.8%, thanks to tax cuts, favourable base for Financials and
post accounting for the exceptional loss for Bharti Airtel. Excluding Financials and Communication Services,
adjusted PAT growth fell to 0.7%/-1.5% YoY for Nifty 50/500 companies.

The Consensus Nifty 50 EPS estimate (from Bloomberg) for FY20 has been downgraded by nearly 16% since the
beginning of this year and 3% since October 1. However, the consensus still points to a 22% earnings growth in
FY20 and is prone to further downgrades, going by historical performance. This is also evident in the Earnings
Revision Indicator? trend for Nifty 50 which has moved back into the negative zone, implying downgrades
outnumbering upgrades, after a fleeting stay in the positive zone following the tax cut announcement. Having
said that, a confluence of fiscal/external measures and an easy monetary policy are likely to provide some respite
to the ailing economy, even as a sharp recovery looks quite unlikely, until tight financial conditions remain.

1 Sales decline for the first time in 15 quarters: Aggregate net sales for Nifty 50/Nifty 500 companies declined
for the first time in 15 quarters, coming in at -1.1%/2.6% YoY, reflecting worsening demand conditions in the
economy. Stress in revenue growth was largely evident in Consumer Discretionary (weak auto sales), Materials
(decline in metal prices and lower demand) and Energy (lower crude oil prices).

1 Lower commodity prices support margins for non-commodity sectors: EBITDA growth for the Nifty 50/Nifty
500 companies, ex-Financials/Energy, was a tad better at 2.0%/3.2% YoY in Q2FY20. This was primarily on
account of benign commodity prices, weighed down by global uncertainty, thereby aiding operating profits for
non-commodity sectors, partly offset by weak domestic and global demand. However, operating profits for
commodity sectors, viz. Energy and Materials, got impacted due to lower realisations.

1 Tax cuts and Financials drive PAT growth: Aggregate adj. PAT growth for the Nifty 50/Nifty 500 came in at a
strong, albeit superficial, 20.8%/18.8% in Q2FY20. This was largely on account of a) lower tax expenses, thanks
to cut in corporate tax rates, b) strong PAT growth for Financials, supported by a favourable base and higher
treasury income, and c) adjustment for a huge exceptional loss for Bharti Airtel. This was partly offset by Energy
sector where profitability got hit owing to lower realisations and muted refining margins. Excluding
Communication Services and Financials, adj. PAT growth fell to 0.7%/-1.5% YoY for Nifty 50/500 companies.

1 Downgrades continue: The Consensus Nifty 50 EPS estimates for FY20 have been cut by ~16% since 2019
beginning and 3% since October 1% despite cut in corporate tax rates. However, the consensus earnings growth
estimate at 22% for FY20, translating into H2FY20 earnings growth ask of more than 25%, looks quite optimistic
and faces significant downside risk given the current macro overhang and weak global growth translating into
lower exports and subdued commodity prices (hurting top-line for commodity sectors). The Earnings Revision
Indicator has fallen back into the negative zone, signalling that downgrades have outnumbered upgrades, after
remaining in the positive zone for a brief period following the tax cut announcement.

1 Easy liquidity and Government intervention bode well for earnings: Operational challenges, largely arising
from weak domestic consumption and investment demand and unfavourable global environment, are likely to
continue to weigh on earnings for now, even as corporate tax cuts are expected to provide some aid. Having said
that, domestic liquidity conditions have eased, thanks to 135bps cut in the policy rates in 2019 thus far, even as
transmission has remained a concern. This, if picks up, should provide some fillip to the consumption demand,
further supported by recent measures taken by the Government. Moreover, with Bank NPAs peaking out and
provisions largely in place, Banking sector profitability should continue to improve. Key downside risks include
further deterioration in domestic and global economic activity and increase in slippages in the banking sector.

1 Refers to ‘PAT net of P&E’ as calculated by Prowess after adjusting for all prior period and extraordinary transactions. It is derived by deducting all
prior period and extraordinary (P&E) income from PAT and adding all P&E expenses to PAT.

2 Earnings Revision Indicator over a period is calculated as (no of upgrades — no of downgrades)/(total number of upgrades and downgrades). A
value less than zero indicates downgrades outnumbering upgrades.

1
I



D NSE Corporate Performance Review

November 29, 2019 | Vol. 1, Issue. 2

Nifty 50 Q2FY20 results

Weak consumption demand weighs on sales growth for yet another quarter: Aggregate sales for the Nifty 50
companies declined by 0.6% YoY—the first YoY decline in 15 quarters, led by a significant fall in consumption demand
and sustained lacklustre investment activity in the economy. Within the Nifty 50 universe, 16/50 companies reported
negative YoY sales growth in the September quarter.

Sectors that contributed to the sharp decline in aggregate sales this quarter included a) Consumer Discretionary—
Aggregate sales growth of Automobile companies declined for yet another quarter, weighed down by weak demand
across segments, partly offset by festive-led demand towards the end of the quarter. Excluding Automobiles, sales
growth for Nifty 50 companies improved to a modest 0.7% YoY, b) Energy—Lower crude oil prices (-8.7% Q0Q/26.5%
YoY as of September quarter-end) led to lower sales growth for energy companies, c) Materials—Sales for metal
companies were hit owing to weak domestic demand, resulting in muted volume growth, and lower prices amid global
uncertainty, leading to lower realisations.

Domestic growth is expected to remain weak as also reflected in several high frequency indicators including industrial
production, auto sales, manufacturing PMI, amongst others, even as the recent steps taken by the Government and
RBI may take a while to show results. Weak global demand is also expected to continue to weigh on commodity prices.
This, inturn, is likely to keep top-line growth muted over the next few quarters. On the positive side, extended monsoon
has led to an increase in soil moisture and reservoir levels, thereby improving the prospects of Rabi season which in
turn bodes well for rural demand.

Figure 1: Net sales growth of Nifty 50 companies in Q2FY20

%Growth QoQ growth YoY growth

Sector Mar-19 Mar-19

Communication Services 3.7 0.7 1.8 (3.6) 6.6 3.3
Consumer Discretionary 3.9 18.5 1.6) 15.7 7.8 (10.7)
Consumer Staples (2.9 10.1 1.8 12.9 17.0 12.0
Energy 4.5 8.2 (11.3) 72.4 32.9 (7.7)
Financials 6.8 14.9 8.5 22.6 24.9 19.4
Health Care 0.9) (0.1) 6.8 3.3 9.6 17.4
Industrials 17.9 204 17.6 19.0 5.8 10.0
Information Technology 6.4 1.2 3.5 17.1 16.9 8.2
Materials 7.5 26.2 (3.3) 40.2 27.6 (6.5)
Utilities 0.2) (1.2) (3.4) 26.2 11.1 3.8
Nifty 50 5.2 11.7 (3.0) 37.7 22.6 (0.6)
Nifty 50 ex-Energy 5.6 13.9 2.6 21.8 17.3 4.0
Nifty 50 ex-Financials 4.9 11.1 (5.2) 40.7 22.2 4.2)
Nifty 50 ex-energy ex-fin 5.2 13.5 0.4 21.5 14.9 1.2)
Nifty 50 ex-Comm Svcs. 5.2 12.0 (3.1) 38.9 23.0 (0.7)

Source: CMIE Prowess, Refinitiv Datatream, NSE
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Figure 2: Sector-wise net sales growth of Nifty 50 companies in Q2FY20
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Source: CMIE Prowess, Refinitiv Datatream, NSE

Figure 3: Net sales YoY growth trend of Nifty 50 companies
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Lower commodity prices aid EBITDA growth and margins for non-commodity sectors: Aggregate EBITDA growth
for the Nifty 50 companies was better than the top-line growth at 8.2% YoY in the September quarter, explained by
lower commodity prices, partly offset by weak domestic and global demand. Excluding Energy and Financials, EBITDA
growth fell to a modest 2.0% YoY, translating into an EBITDA margin accretion of 71bps YoY. Within the Nifty 50
universe, 16/50 companies reported negative YoY EBITDA growth in the September quarter.

Sectors that dragged down the aggregate EBITDA growth and margins are a) Energy: refining margins for downstream
oil marketing companies hit by heightened volatility in crude oil prices (drone attack on Saudi Aramco’s oil facilities in
mid-September), b) Consumer Discretionary—weak demand largely offset the impact of decline in operating costs and
lower commodity prices, and b) Energy—refining margins for downstream oil marketing companies hit by heightened
volatility in crude oil prices, and c) Materials—sharp decline in metal prices. Sectors that led EBITDA growth include
Communication Services, Industrials, Healthcare and Utilities.
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Weak consumption and investment demand are likely to continue to weigh on margins, even as lower commodity
prices are expected to provide some downside support.

Figure 4: EBITDA growth of Nifty 50 companies in Q2FY20

QoQ growth YoY growth
Sector Mar-19 Mar-19
Communication Services 6.1 (3.3) 4.8 (16.8) (7.9) 36.0
Consumer Discretionary 12.8 25.2 24.9 1.1 (13.2) 9.5)
Consumer Staples (2.7) 10.5 (2.3) 24.3 16.7 13.7
Energy (14.2) 37.2 (11.8) 42.0 44.2 (8.5)
Financials 13.6 (3.3) 6.2 23.8 41.5 23.5
Health Care 2.4 (19.6) (5.3) 11.0 2.5 14.0
Industrials 14.3 12.3 7.0 9.6 9.8 15.6
Information Technology 6.8 (0.8) 3.9 13.6 14.5 8.3
Materials 1.3 24.7 (15.5) 36.5 28.3 (18.6)
Utilities (5.8) (69.5) 1.2 15.4 (63.4) 11.9
Nifty 50 2.4 4.8 0.6 224 23.0 8.2
Nifty 50 ex-Energy 7.9 (2.1) 3.6 18.2 17.7 12.6
Nifty 50 ex-Financials (3.6) 10.9 (3.6) 21.6 13.3 (1.5)
Nifty 50 ex-energy ex-fin 2.9 (0.9) 0.7 13.3 0.1 2.0
Nifty 50 ex-Comm Svcs. 2.7 5.1 0.4 24.2 241 7.4

Source: CMIE Prowess, Refinitiv Datatream, NSE

Figure 5: EBITDA margin of Nifty 50 companies in Q2FY20

EBITDA Margin (%) QoQ change (bps) YoY change (bps)
Communication Services 47.2 131 1132
Consumer Discretionary 14.0 298 20
Consumer Staples 324 (136) 50
Energy 13.2 ()] (10)
Financials 68.7 (146) 225
Health Care 23.8 (305) (71)
Industrials 22.4 (222) 110
Information Technology 26.9 10 3
Materials 17.4 (250) (258)
Utilities 37.4 171 271
Nifty 50 27.6 97 227
Nifty 50 ex-Energy 36.0 36 276
Nifty 50 ex-Financials 18.7 31 50
Nifty 50 ex-energy ex-fin 23.1 7 71
Nifty 50 ex-Comm Svcs. 27.2 94 207

Source: CMIE Prowess, Refinitiv Datatream, NSE
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Figure 6: Sector-wise EBITDA growth of Nifty 50 Figure 7: Sector-wise EBITDA margin of Nifty 50
companies in Q2FY20 companies in Q2FY20
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Figure 8: EBITDA growth trend of Nifty 50 companies
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Figure 9: EBITDA margin trend of Nifty 50 companies
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