
Kotak Institutional Equities Research 1

India Daily Summary - August 16, 2007

Contents

Updates

Punjab National Bank: PNB realigns deposit rates, which continue to be lower than
those of peers

INDIA DAILY

For Private Circulation Only. FOR IMPORTANT INFORMATION ABOUT KOTAK SECURITIES’ RATING SYSTEM AND OTHER DISCLOSURES, REFER TO THE END OF
THIS MATERIAL, GO TO HEDGES AT http://www.kotaksecurities.com.

Kotak Institutional Equities Research

kotak.research@kotak.com

Mumbai: +91-22-6634-1100

EQUITY MARKETS

Change, %

India 14-Aug 1-day 1-mo 3-mo

Sensex 15,001  (0.1)    (1.8)    7.7     

Nifty 4,370    (0.1)    (3.0)    6.1     

Global/Regional indices

Dow Jones 12,861  (1.3)    (7.8)    (4.6)    

Nasdaq Composite 2,459    (1.6)    (8.8)    (3.5)    

FTSE 6,109    (0.6)    (8.8)    (6.9)    

Nikkie 16,047  (2.6)    (12.0)  (8.5)    

Hang Seng 20,682  (3.2)    (9.9)    (1.2)    

KOSPI 1,689    (7.1)    (14.0)  6.3     

Value traded - India

Moving avg, Rs bn

14-Aug 1-mo 3-mo

Cash (NSE+BSE) 118.5    166.7 154.2 

Derivatives (NSE) 284.9    488.8 280.4 

Deri. open interest 862.0    817.7 549.8 

Forex/money market

Change, basis points

14-Aug 1-day 1-mo 3-mo

Rs/US$ 40.8       -     48       5         

6mo fwd prem, % 0.7         (25)      71       24       

10yr govt bond, % 8.0         3         4         (18)      

Net investment (US$mn)

13-Aug MTD CYTD

FIIs (129)       1,759  9,530

MFs 6            111     (112)    

Top movers -3mo basis

Change, %

Best performers 14-Aug 1-day 1-mo 3-mo

Thermax 662        1.1      21.8    62.7    

Reliance Energy 754        0.0      6.8      49.0    

Crompton Greaves 301        2.6      16.3    33.7    

Reliance Cap 1,114     (0.9)     (5.4)     32.9    

ABB India 1,108     0.5      (0.3)     30.5    

Worst performers

Polaris 120        (1.2)     (19.3)   (28.6)   

Escorts 92          1.5      (21.4)   (26.7)   

Bharat Forge 275        0.5      (13.0)   (20.9)   

Essel Propack 59          (1.5)     (8.7)     (19.9)   

Raymond 274        0.1      (8.9)     (19.4)   

News Roundup

Corporate

• Real estate major DLF is set to close the Swatantra Bharat Mills (SMB) real estae deal
with DC< Shririam Consolidated for over Rs1.6 bn. (ET)

• The Prime Minister’s Economic Advisory Council (EAC) has endorsed the gas price
discovered by Reliance Industries (RIL) by inviting bids from select power and
fertiliser companies along the pipeline routes for its gas from the Krishna Godavari
region. (ET)

• The Shipping Corporation of India (SCI) is planning to diversify into shipbuilding in
collaboration with existing players—both domestic and international. (BL)

• Caribbean FMCG giant GraceKennerdy said it would explore options of acquisitions
and setting up a manufacturing unit once it achieves critical mass in its operations
in India. (BL)

• Vedanta Resources, the Anil agarwal-led mining major, has sold its 84.2% stake in
Sterlite Gold tp Geprgoa’s GeoProMining for US$86 mn. (ET)

• Global investment bank and equity fund Lehman Brother is learnt to have teamed
up with Mumbai-based developer HDIL to bid for the redevelopment of Asia’s
largest slum, Dharavi. The project is expected to generate close to Rs25,000 crore in
revenue for the Maharashtra government. (ET)

• Nortel Networks Corp. is picking a minority stake in Bangalore-based optical
network firm Tejas Networks for about 120 million rupees (US$3 million). (ET)

Economic and political

• In his Independence Day speech, Prime Minister Manmohan Singh announced eight
initiatives for education, which included setting up 6,000 high-quality schools, 370
colleges in low enrolment districts, 30 central universities, five Indian Institutes of
Science Education and Research, eight Indian Institutes of Technology, seven Indian
Institutes of Management and 20 Indian Institutes of Information Technology. (BS)

• The Department of Atomic Energy plans to add 30,000 MW of power based on
imported nuclear fuel in the near future. (BL)

• The finance ministry has said the final policy (regarding equity participation by
foreign airlines in Indian aviation companies) must include investment options by
foreign airlines in domestic carriers. (ET)

• Pakistani cricketer turned politician Imran Khan has said that the Howard
Government’s decision to sell uranium to India will spark a new arms race on the
subcontinent. Khan, who leads the Movement for Justice party, told a media
channel yesterday that Australia’s decision to export uranium would encourage
generals in his country to spend more on weapons to counter India’s access to
nuclear fuel. (ET)

• Even as the (Indian) government maintained that the 123 Agreement was silent on
nuclear testing, the United States categorically stated that the civilian nuclear deal
with India would be “terminated” if India tests a nuclear weapon. (ET)

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, BL = Business Line.
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• PNB raises deposit rates by 25-125 bps across maturities

• Expect the realignment of rates to reduce reliance on bulk deposits in 2H

• Reiterate our OP rating on the stock given attractive valuations of 8.0X PER and
1.3X APBR FY2009

PNB has raised interest rates on deposits by 25-125 bps across maturities with effect from
August 16, 2007. We believe that the bank's decision to raise interest rates was to realign
its rates with those prevailing in the market place. The sharpest revision has occurred in
the 2-3 years maturity bracket. Post this revision of interest rates, the maximum interest
rate offered by PNB across maturities is 8.75%, which continues to be lower than those
offered by other comparable banks. We expect the revision of rates by PNB to aid its
deposit mobilization efforts and likely reduce reliance on bulk deposits as credit demand
picks up in 2H of the current fiscal. Margins will likely remain stable in the short term, but
rise over the next three to four quarters as the bank sheds high-cost bulk and retail
deposits garnered (special schemes) in March and April and moderates loan growth.
Reiterate our OP rating on the stock given attractive valuations of 8.0X PER and 1.3X APBR
FY2009.

Shareholding, June 2007

% of Over/(under)
Pattern Portfolio weight

Promoters 57.8    -        -               

FIIs 20.1    0.5         (0.0)               

MFs 8.1      1.2         0.6                

UTI -     -        (0.5)               

LIC 2.1      0.3         (0.3)               

Banking

PNBK.BO, Rs504

Rating

Sector coverage view

Target Price (Rs) 610      

52W High -Low (Rs) 594 - 400

Market Cap (Rs bn) 158.8

Financials

March y/e 2007 2008E 2009E

Sales (Rs bn) 72.4 75.7 87.5

Net Profit (Rs bn) 15.4     17.4     20.0     

EPS (Rs) 48.8     55.2     63.3     

EPS gth 7.0      13.1    14.7    

P/E (x) 10.3     9.1       8.0       

P/B (x) 1.7       1.5       1.3       

Div yield (%) 2.6       1.4       1.6       

Neutral

OP

Exhibit 1:PNB realigns its deposit rates 
Card rates for deposits less than Rs1.5 mn (%)

PNB SBI
Maturity period 1-Jul-08 16-Aug-07 9-Aug-07
15-45 days 4.75      5.00              5.00              

45- 90 days 5.50      6.00              5.50              

90-180 days 6.00      6.25              5.50              

180- 270 days 7.00      7.50              6.75              

270 days - 1 year 7.00      7.50              6.75              

1 year - 499 days 7.50      8.00              8.00              

500 days 7.50      8.00              9.25              

500 days - 1 year 7.50      8.00              8.00              

2 years - 3 years 7.50      8.75              8.00              

3 years - 4 years 7.75      8.75              8.25              

4 years - 5 years 7.75      8.75              9.25              

Above 5 years 8.00      8.50              8.50              

Source: Companies.
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Exhibit 2: PNB continues to offer the lowest deposit rate amongst major banks
Maximum deposit rate offered by banks

Bank
Maximum deposit rate on offer currently by banks 

(irrespective of maturity)
BOB 9.00%

Canara Bank 9.00%

Corp Bank 8.25%

OBC 9.00%

IOB 9.25%

PNB 8.75%

SBI 9.25%

Axis Bank 9.00%

HDFC Bank 9.00%

ICICI Bank 9.50%

Source: Companies.
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Ratings and other definitions/identifiers

Current rating system

Definitions of ratings

OP = Outperform. We expect this stock to outperform the BSE Sensex over the next 12 months.
IL = In-Line.  We expect this stock to perform in line with the BSE Sensex over the next 12 months.
U = Underperform. We expect this stock to underperform the BSE Sensex over the next 12 months.

Our target price are also on 12-month horizon basis.

Other definitions
Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following designations:
Attractive (A), Neutral (N), Cautious (C).

Other ratings/identifiers
NR = Not Rated.  The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable regulation(s) and/or Kotak
Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic transaction involving this company and in
certain other circumstances.
CS = Coverage Suspended.  Kotak Securities has suspended coverage of this company.
NC = Not Covered.  Kotak Securities does not cover this company.
RS = Rating Suspended.  Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient fundamental
basis for determining 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.

to the specific recommendations or views expressed in this report: Tabassum Inamdar."

"Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is 
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject 
companies and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related 

Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities. As of June 30, 2007

Percentage of companies covered by Kotak Institutional 
Equities, within the specified category.

Percentage of companies within each category for which 
Kotak Institutional Equities and or its affiliates  has provided 
investment banking services within the previous 12 months.

* The above categories are defined as follows: Buy = OP; 
Hold = IL; Sell = U. Buy, Hold and Sell are not defined 
Kotak Institutional Equities ratings and should not be 
constructed as investment opinions. Rather, these ratings 
are used illustratively to comply with applicable regulations. 
As of 06/30/07 Kotak Institutional Equities Investment 
Research had investment ratings on 144 equity 
securities.
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Copyright 2007 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved.

Kotak Securities Limited and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We along with our affiliates are
leading underwriter of securities and participants in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationships
with a significant percentage of the companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking
and other business selection processes. Investors should assume that Kotak Securities Limited and/or its affiliates are seeking or will seek investment banking or other business from
the company or companies that are the subject of this material and that the research professionals who were involved in preparing this material may participate in the solicitation
of such business. Our research professionals are paid in part based on the profitability of Kotak Securities Limited, which include earnings from investment banking and other
business. Kotak Securities Limited generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover. Additionally, Kotak Securities Limited generally prohibits its analysts and persons reporting to analysts from serving
as an officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing,
among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that
are the subject of this material is provided herein.

This material should not 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. We
are not soliciting any action based on this material. It is for the general information of clients of Kotak Securities Limited. It does not constitute a personal recommendation or take
into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should
consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the
income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not
guaranteed and a loss of original capital may occur. Kotak Securities Limited does not provide tax advise to its clients, and all investors are strongly advised to consult with their tax
advisers regarding any potential investment.

Certain transactions -including those involving futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such. Opinions
expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a reasonable basis the information discussed in this material, but
regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or
issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned
herein. For the purpose of calculating whether Kotak Securities Limited and its affiliates holds beneficially owns or controls, including the right to vote for directors, 1% of more of
the equity shares of the subject issuer of a research report, the holdings does not include accounts managed by Kotak Mahindra Mutual Fund.Kotak Securities Limited and its non
US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non US issuers, prior to or immediately following
its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived
from the investment. In addition , investors in securities such as ADRs, the value of which are influenced by foreign currencies affectively assume currency risk. In addition options
involve risks and are not suitable for all investors. Please ensure that you have read and understood the current derivatives risk disclosure document before entering into any
derivative transactions.

This report has not been prepared by Kotak Mahindra Inc. (KMInc). However KMInc has reviewed the report and, in so far as it includes current or historical information, it is believed
to be reliable, although its accuracy and completeness cannot be guaranteed. Any reference to Kotak Securities Limited shall also be deemed to mean and include Kotak Mahindra
Inc.
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